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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  replies  of  the  Depart- 
ment of  Natural  Resources  and  Conservation  and  the  Board  of  Oil  and  Gas 
Conservation  are  included  in  the  back  of  this  report. 


Have  all  state  owned  water  project  structures  inspected 

for  safety  by  qualified  experts.  6 

Agency  Reply:   Concur.   See  page  56. 

Take  the  necessary  steps  to  assure  all  state  owned  water 

projects  are  in  safe  operating  condition.  6 

Agency  Reply:   Concur.   See  page  56. 

Take  the  necessary  steps  to  assure  the  state  receives  the 

maximum  return  on  state  owned  land.  11 

Agency  Reply:   Concur.   See  page  57. 

Assess  water  users'  associations  interest  on  delinquent 

accounts  receivable.  12 

Agency  Reply:   Do  not  concur.   See  page  58. 

Establish  indirect  cost  rates  and  allocate  these  costs 

in  the  accounting  records  to  all  water  projects.  13 

Agency  Reply:   Do  not  concur.   See  page  58. 

Record  all  accounts  receivable,  accounts  payable,  and 

reserves  in  its  formal  accounting  records.  13 

Agency  Reply:   Concur.   See  page  59. 

Deposit  all  identifiable  revenue  received  directly  to 

the  appropriate  fund.  15 

Agency  Reply:   Concur.   See  page  59. 

Accrue  revenue  in  accordance  with  generally  accepted 

accounting  principles.  16 

Agency  Reply:   Do  not  concur.   See  page  59. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


Retain  outside  legal  counsel  only  to  obtain  legal 

expertise  not  available  in  the  department's  staff.  19 

Agency  Reply:   Concur.   See  page  60. 

Allocate  its  expenditures  for  federal-state  cost-sharing 
programs  between  its  federal  and  state  funds  in  accord- 
ance with  actual  federal-state  involvement.  22 

Agency  Reply:   Do  not  concur.   See  page  60. 

The  Board  of  Oil  and  Gas  Conservation  properly  document 

time  spent  in  the  performance  of  board  duties.  22 

Agency  Reply:   Concur.   See  pages  61,66,67,  and  68. 

The  department  properly  account  for  bonds  from 

private  logging  companies  in  an  agency  fund  account.  24 

Agency  Reply:   Referred  to  Legislative  Audit  Committee. 
See  page  62. 

The  department  work  with  the  State  Auditor's  Office  to 
implement  procedures  to  assure  the  state  is  in  com- 
pliance with  state  law.  25 

Agency  Reply:   The  State  Auditor's  Office  is  responsible 
for  compliance  with  the  ten  day  requirement  of  the  law. 
See  page  62. 

Maintain  current  inventory  records,  on  the  cost  basis, 

for  all  fixed  assets  costing  $200  or  more.  27 

Agency  Reply:   Concur.   See  page  63. 

Conduct  annual  physical  inventories,  by  employees 
independent  of  physical  control  and  recordkeeping 
functions.  27 

Agency  Reply:   Concur.   See  page  63. 

Include  all  fixed  assets  in  the  inventory  records  and 

their  value  in  formal  accounting  records.  27 

Agency  Reply:   Concur.   See  page  63. 

Include  the  location  of  inventory  items  in  the  records 
and  require  written  transfer  forms  for  adjusting  the 
records.  27 

Agency  Reply:   Concur.   See  page  63. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

The  department  correct  the  cash  internal  control 

weaknesses  described  above.  28 

Agency  Reply:   Partially  concur.   See  page  63. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

VJe  have  examined  the  balance  sheet  of  the  Department  of  Natural 
Resources  and  Conservation  as  of  June  30,  1977,  and  the  related  state- 
ments of  revenue  compared  to  revenue  estimates,  expenditures  compared  to 
appropriations,  expenditures  by  object,  and  changes  in  fund  balances  for 
the  txTO  years  then  ended.   Except  as  explained  in  the  following  para- 
graphs, our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and,  accordingly,  included  such  tests  of  the  account- 
ing records  and  such  other  auditing  procedures  as  we  considered  necessary 
in  the  circumstances. 

As  described  on  page  25  of  this  report,  the  condition  of  the  depart- 
ment's accounting  records  relating  to  fixed  assets  was  such  that  we  were 
unable  to  perform  certain  auditing  tests  and  procedures  which  we  deemed 
necessary  to  comply  with  generally  accepted  auditing  standards.   Sub- 
sidiary records  for  land,  buildings,  and  equipment  are  not  maintained. 
Accordingly,  a  statement  of  fixed  assets,  required  by  generally  accepted 
accounting  principles,  is  not  included  in  the  financial  statements. 

The  department  did  not  record  revenue  received  during  fiscal  years 
1975-76  and  1976-77  in  a  manner  to  permit  our  performing  certain  tests 
and  procedures  which  we  deemed  necessary  to  comply  with  generally  ac- 
cepted auditing  standards.   At  June  30,  1975,  1976,  and  1977,  the 


department  held  $602,833,  $673,978,  and  $645,664,  respectively,  in 
clearing  accounts  of  the  federal  and  private  grant  clearance  fund.   Due 
to  the  condition  of  the  revenue  accounting  records,  we  were  unable  to 
determine  the  proper  disposition  of  the  revenue  and  cash  balance  held  in 
the  federal  and  private  grant  clearance  fund  clearing  accounts  at  those 
dates. 

As  more  fully  described  on  page  19  of  this  report,  the  department 
generally  allocates  its  expenditures  between  its  state  and  federal  funds 
in  order  to  meet  its  cash  flow  needs.   As  a  result,  the  department  does 
not  charge  its  expenditures  in  accordance  with  the  federal-state  partici- 
pation in  its  cost-sharing  programs  to  reflect  expenditures  in  the 
correct  funds.   Due  to  the  department's  accounting  procedures,  we  could 
not  practicably  determine  whether  or  not  the  statement  of  expenditures 
compared  to  appropriations  correctly  reflects  the  department's  expenditure 
activity  by  fund. 

As  more  fully  described  on  page  23  of  this  report,  the  department, 
prior  to  and  during  fiscal  years  1975-76  and  1976-77,  received  cash  or 
bonds  from  private  logging  companies.   The  department  subsequently  made 
refunds  of  portions  of  these  bonds.   These  amounts  are  held  in  trust, 
pending  certain  action  by  the  companies.   The  bond  amounts  are  not 
revenue  to  the  state.   The  department  recorded  the  receipt  of  this  money 
as  forester  revenue  and  the  refund  of  the  money  as  contracted  services 
expense  in  the  earmarked  revenue  fund.   Because  the  receipt  of  this 
money  represents  an  increase  in  a  liability  and  the  refund  of  the  money 
represents  a  reduction  of  that  liability,  the  department  overstated  its 
revenues  by  $701,311  and  $837,810  for  fiscal  years  1975-76  and  1976-77, 
and  its  expenditures  by  $329,822  and  $478,690  for  fiscal  years  1975-76 


and  \916-11    in  the  earmarked  revenue  fund.   In  addition,  since  this 
activity  should  be  recorded  in  the  agency  fund,  the  earmarked  revenue 
fund  cash  and  fund  balance  are  overstated  by  approximately  $376,000  and 
agency  fund  cash  balance  and  liabilities  are  understated  in  like  amounts 
at  June  30,  1977. 

The  department  administers  revenue  bonds  associated  with  the  Charlo 
water  project.   The  department  collects  money  under  contracts  with  the 
Charlo  water  users'  association  and  retires  the  revenue  bonds  which  were 
used  to  finance  the  project.   The  department  records  the  receipt  of  this 
money  as  revenue  and  the  retirement  of  the  bonds  as  expenditures  in  the 
sinking  fund.   Because  the  receipt  of  this  money  represents  a  reduction 
in  a  receivable,  and  the  retirement  of  the  bonds  represents  a  reduction 
in  a  liability,  the  department  overstated  its  revenues  and  expenditures 
in  the  sinking  fund.   These  accounting  errors  resulted  in  an  overstate- 
ment of  the  sinking  fund  revenue  of  $2,611  and  expenses  of  $2,669  for 
fiscal  year  1975-76,  and  an  overstatement  of  revenue  of  $2,611  and 
expenditures  of  $2,588  for  fiscal  year  1976-77.   In  addition,  receivables 
and  payables  are  understated  by  approximately  $17,000  in  the  sinking 
fund  at  June  30,  1977. 

As  described  on  page  13  of  this  report,  the  department's  official 
accounting  records  for  the  general  fund  do  not  present  an  estimated 
$84,000  in  current  water  projects  accounts  receivable.   The  accounts 
also  do  not  include  an  estimated  $4,000,000  in  general  fund  long-term 
receivables  relating  to  water  projects.   The  offsetting  reserves,  in 
like  amounts,  are  also  missing  for  each  of  these  receivables. 

In  our  opinion,  because  of  the  matters  discussed  above,  the  balance 
sheet  and  statement  of  changes  in  fund  balances  do  not  present  fairly 


the  earmarked  revenue  fund  and  sinking  fund  financial  position  as  of 
June  30,  1977,  and  the  changes  in  these  fund  balances  for  the  two  years 
then  ended.   Additionally,  the  statement  of  revenue  compared  to  revenue 
estimates,  and  the  statement  of  expenditures  compared  to  appropriations 
do  not  present  fairly  the  earmarked  revenue  fund  and  sinking  fund  revenues 
and  expenditures  for  fiscal  years  1975-76  and  1976-77  in  conformity  with 
generally  accepted  accounting  principles. 

Because  of  the  matters  discussed  above,  we  could  not  practicably 
perform  the  work  necessary  to  enable  us  to  express,  and  we  do  not  express, 
an  opinion  on  the  general  fund,  federal  and  private  revenue  fund,  federal 
and  private  grant  clearance  fund  balance  sheets,  statements  of  changes 
in  fund  balances,  statement  of  revenue  compared  to  revenue  estimates  or 
statement  of  expenditures  compared  to  appropriations  for  fiscal  years 
1975-76  and  1976-77. 

In  our  opinion,  the  statements  of  changes  in  fund  balance  present 
fairly  the  bond  proceeds  and  insurance  clearance  fund  changes  in  fund 
balance  for  fiscal  years  1975-76  and  1976-77  in  conforming  with  generally 
accepted  accounting  principles. 

The  accompanying  statement  of  expenditures  by  object  is  not  necessary 
for  a  fair  presentation  of  the  financial  statements  but  is  presented  as 
supplemental  information.   This  information  has  been  subjected  to  the 
tests  and  other  auditing  procedures  applied  in  our  examination  of  the 
financial  statements,  and  in  our  opinion,  except  as  described  in  the 
fifth  paragraph,  is  fairly  stated  in  all  material  respects  in  relation 
to  the  financial  statements  taken  as  a  whole. 

The  accompanying  water  conservation  project  financial  statements 
are  not  necessary  for  fair  presentation  of  the  financial  statements  but 


are  presented  as  supplemental  information.   This  information  has  not 
been  subjected  to  the  same  tests  or  other  auditing  procedures  applied  in 
our  examination  of  the  department's  financial  statements.   Accordingly, 
we  do  not  express  an  opinion  on  the  accompanying  water  conservation 
project  financial  statements. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 

March  10,  1978 


OBJECTIVE  OF  INTERNAL  CONTROL  REVIEW 

We  have  examined  the  financial  statements  of  the  Department  of 
Natural  Resources  and  Conservation  covering  the  two  fiscal  years  ending 
June  30,  1977  and  have  issued  our  report  thereon  dated  March  10,  1978. 
As  a  part  of  our  examination,  we  reviewed  and  tested  the  department's 
system  of  internal  accounting  control  to  the  extent  we  considered  nec- 
essary to  evaluate  the  system  as  required  by  generally  accepted  auditing 
standards.   Under  these  standards  the  purpose  of  such  an  evaluation  is  to 
establish  a  basis  for  reliance  thereon  in  determining  the  nature,  timing, 
and  extent  of  other  auditing  procedures  that  are  necessary  for  expressing 
an  opinion  on  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to  provide  reason- 
able, but  not  absolute,  assurance  as  to  the  safeguarding  of  assets 
against  loss  from  unauthorized  use  or  disposition,  and  the  reliability 
of  financial  records  for  preparing  financial  statements  and  maintaining 
accountability  for  assets.   The  concept  of  reasonable  assurance  recognizes 
that  the  cost  of  a  system  of  internal  accounting  control  should  not 
exceed  the  benefits  derived  and  also  recognizes  that  the  evaluation  of 
these  factors  necessarily  requires  estimates  and  judgments  by  management. 

There  are  inherent  limitations  that  should  be  recognized  in  con- 
sidering the  potential  effectiveness  of  any  system  of  internal  account- 
ing control.   In  the  performance  of  most  control  procedures,  errors  can 
result  from  misunderstanding  of  instructions,  mistakes  of  judgment, 
carelessness,  or  other  personal  factors.   Control  procedures  whose 
effectiveness  depends  upon  segregation  of  duties  can  be  circumvented  by 
collusion.   Similarly,  control  procedures  can  be  circumvented  intentionally 


by  management  with  respect  either  to  the  execution  and  recording  of 
transactions  or  with  respect  to  the  estimates  and  judgments  required  in 
the  preparation  of  financial  statements.   Further,  projection  of  any 
evaluation  of  internal  accounting  control  to  future  periods  is  subject 
to  the  risk  that  the  procedures  may  become  inadequate  because  of  changes 
in  conditions  and  that  the  degree  of  compliance  with  the  procedures  may 
deteriorate. 

Our  study  and  evaluation  of  the  department's  system  of  internal 
accounting  control  for  the  two  fiscal  years  ending  June  30,  1977,  which 
was  made  for  the  purpose  set  forth  in  the  first  paragraph  above,  would 
not  necessarily  disclose  all  weaknesses  in  the  system.   However,  such 
study  and  evaluation  disclosed  conditions  that  we  believe  to  be  material 
weaknesses  in  the  internal  accounting  controls  established  by  the  depart- 
ment and  the  department's  compliance  with  those  controls.   We  discuss 
these  weaknesses  in  this  report. 


COMMENTS 
GENERAL 

The  legislature  created  the  Department  of  Natural  Resources  and 
Conservation  by  the  Executive  Reorganization  Act  of  1971.   The  depart- 
ment assumed  those  duties  formerly  assigned  to  the  State  Forester,  the 
Montana  Grass  Conservation  Commission,  the  State  Soil  Conservation 
Committee,  and  the  Montana  Water  Resources  Board.   The  act  also  placed 
the  Board  of  Oil  and  Gas  Conservation  under  the  department  for  admin- 
istrative purposes,  and  gave  the  board  authority  to  hire  its  own  per- 
sonnel. 

Effective  July  1,  1976,  the  department  consolidated  its  previous  13 
programs  into  six  major  programs.   The  department's  present  programs 
consist  of  centralized  services;  oil  and  gas  regulation;  conservation 
districts;  water  resources  and  planning;  forestry;  and  energy  planning. 

The  centralized  services  program  provides  managerial  and  adminis- 
trative support  services  to  all  divisions  of  the  department.   These 
services  include  accounting,  budgeting,  personnel,  public  information, 
legal  assistance,  systems  analysis,  data  processing,  and  cartography. 

The  oil  and  gas  regulation  program  administers  Montana  laws  and 
rules  designed  to  prevent  wasteful  or  harmful  practices  in  the  recovery 
of  oil  and  gas  resources.   Responsibilities  of  the  program  include 
classification  of  wells,  well  inspections,  issuance  of  drilling  permits, 
and  engineering  studies. 

The  conservation  districts  program  administers  Montana  laws  related 
to  rangeland  management,  grazing  districts,  watershed  planning,  and 
conservation  districts.   The  program  provides  supervision,  assistance, 
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and  coordination  to  local  conservation  districts  to  promote  proper 
development  and  management  of  land  and  other  resources. 

The  water  resources  and  planning  program  administers  the  Montana 
water  rights  law,  provides  engineering  services  for  state-owned  and 
private  water  projects,  collects  facts  about  the  state's  river  basins, 
and  plans  long-range  interstate  and  intrastate  use  of  Montana's  water 
resources. 

The  forestry  program  supervises  forest  management  practices  on 
state  and  private  forest  land  and  provides  protection  from  fire  damage 
to  this  same  land. 

The  energy  planning  program  conducts  and  coordinates  studies  of  the 
probable  environmental,  social,  and  economic  impact  of  proposed  utility 
facilities  and  encourages  public  involvement  in  utility  siting  evaluations. 
Evaluations  are  made  of  power  and  energy  conversion  facilities  proposed 
to  be  located  within  Montana  to  help  ensure  that  the  location,  construc- 
tion, and  operations  of  such  facilities  do  not  adversely  affect  the 
physical  environment  and  the  citizens  of  the  state.   At  the  completion 
of  each  study,  the  department  issues  an  environmental  impact  statement 
and  makes  a  recommendation  to  the  Board  of  Natural  Resources  and  Conser- 
vation concerning  whether  to  grant,  deny,  or  modify  the  proposal.   The 
division  is  also  responsible  for  making  alternative  energy  research 
grants. 

The  following  table  illustrates  the  size  of  each  of  the  department's 
programs  for  fiscal  years  1975-76  and  1976-77.   Fiscal  year  1975-76  pro- 
grams have  been  consolidated  to  provide  comparability  of  the  programs' 
activities  for  the  two  years. 
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1975-76 

1976 

)-77 

Employees 

Employees 

Program 

(FTE) 

Expenditures 

(FTE) 

Expenditures 

Centralized 

Services 

39 

$  697,967 

38 

$   781,498 

Oil  and  Gas 

Regulation 

14 

258,411 

13 

270,431 

Conservation 

Districts 

5 

119,518 

5 

193,000 

Water  Resources 

and  Planning 

112 

2,368,622 

122 

2,723,983 

Forestry 

257 

4,130,366 

253 

4,251,433 

Energy  Planning 

37 

689,304 

28 

572,181 

Debt  Payment 
not  Classified 
by  Program 

TOTAL 


84,200 


464 


$8,348,388 


459 


148,237 
$8,940,763 


The  department's  main  offices  are  located  in  Helena;  the  forestry 
office  is  located  in  Missoula.   Forestry  employees  are  located  in  field 
offices  around  the  state.   Oil  and  gas  employees  are  located  in  Shelby, 
Glendive,  and  Billings.   There  are  water  resources  employees  in  Billings, 
Hamilton,  and  Miles  City. 
WATER  PROJECTS 
General 

The  legislature  created  the  State  Water  Conservation  Board  in  1933. 
The  board  was  charged  with  the  coordination,  construction,  operation, 
and  maintenance  of  a  statewide  system  of  water  projects.   The  board 
designed  these  projects  to  conserve,  develop,  store,  distribute,  and 
utilize  the  water  of  the  state.   The  projects  provide  irrigation  in 
addition  to  promoting  flood  prevention,  fire  protection,  fish  and  wildlife, 
recreation,  as  well  as  other  domestic  and  industrial  uses. 
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In  1967,  the  legislature  enacted  the  Montana  Water  Resources  Act 
which  redesignated  the  State  Water  Conservation  Board  as  the  Montana 
Water  Resources  Board.   In  addition,  the  act  broadened  and  increased  the 
powers  and  responsibilities  of  the  board.   In  1971,  the  legislature 
created  the  Department  of  Natural  Resources  and  Conservation,  which 
assumed  the  duties  of  the  Montana  Water  Resources  Board. 

Presently,  the  department  administers  37  active  water  projects.   Of 
the  37  active  water  projects,  17  were  financed  primarily  through  the 
sale  of  revenue  bonds.   These  are  called  bonded  projects.   The  remaining 
20  projects  were  financed  with  both  state  and  federal  funds.   Financial 
information  relating  to  these  projects  is  shown  on  pages  44,  45,  and  46  of 
this  report.   The  map  of  the  state  of  Montana  in  Appendix  A  of  this 
report  (page  47)  illustrates  the  geographic  location  of  the  state's  major 
water  conservation  projects. 

In  addition  to  the  active  water  projects,  the  department  also 
either  owns  land  or  has  rights-of-way  or  easements  associated  with  21 
other  projects.   A  listing  of  those  projects  is  included  as  Appendix  B 
of  this  report  on  page  48. 
Inspections 

In  1972,  the  department  initiated  a  regular  inspection  program  of 
state  owned  water  conservation  project  structures.   The  department  has 
directed  these  inspections  toward  determining,  by  visual  inspection,  the 
safety  of  the  dams  and  identifying  repairs  which  the  water  user  associ- 
ations can  make.   Most  of  the  repairs  made  as  a  result  of  these  inspec- 

i 

tions  are  minor.   The  department  does  not  have  the  necessary  staff  or 
equipment  to  perform  design  investigations,  which  would  identify  possible 
problems  in  the  structures  not  apparent  on  visual  inspection. 
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At  the  request  of  one  water  user  association,  the  department  pre- 
pared a  memorandum  concerning  liability  with  respect  to  damage  occurring 
from  state  owned  water  projects.   Cited  in  the  memorandum  is  Section  89- 
115(2),  R.C.M.  1947,  which  provides  as  follows: 

"An  incorporated  water  users'  association  that  is  sustaining  and 
responsible  for  the  operations  of  a  works  (water  project)  is  solely 
liable  for  any  court  action  which  may  be  brought  against  it  for  any 
injury  or  damages  occurring  on  the  works  caused  by  a  failure  to 
maintain  safe  working  and  operating  conditions.   The  state  of 
Montana  is  not  liable  for  injury  to  a  person  or  property  that 
occurs  on  a  works  as  a  result  of  failure  by  a  water  users'  associ- 
ation to  maintain  the  works  in  a  safe  working  and  operating  con- 
dition. " 

This  section  appears  to  absolve  the  state  of  liability  on  water 
projects;  however,  the  department's  attorneys  noted  that  the  section  is 
not  clear  in  certain  areas  and  may  not  relieve  the  state  of  liability  in 
all  cases. 

The  memorandum  also  cited  one  court  case  in  which  the  owner  of  a 
faulty  dam  was  found  negligent  for  not  having  it  inspected  for  safety  by 
qualified  experts.   The  owner  was  found  liable  for  damages.   There  were 
other  underlying  facts  in  this  case;  however,  it  points  out  the  possible 
state  liability  with  respect  to  state  owned  water  projects. 

Department  officials  stated  that  the  possible  failure  of  a  water 
project  is  the  largest  potential  liability  of  the  department.   Depart- 
ment officials  currently  plan  to  obtain  federal  financing  to  enable  the 
department  to  contract  for  dam  inspections  by  qualified  experts.   However, 
department  officials  are  unsure  of  the  amount  of  federal  support  avail- 
able for  this  purpose. 

Since  the  state  could  be  held  liable  for  damages  as  the  result  of 
the  failure  of  a  state  owned  water  project  structure,  the  department 
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should  take  the  necessary  steps  to  assure  all  state  owned  water  projects 
are  in  safe  operating  condition. 

RECOMMENDATION 

We  reoommend  that  the  depco'tment: 

1.  Have  all  state  owned  water  project  structures  inspected 
for  safety  by  qualified  experts. 

2.  Take  the  necessary  steps  to  assure  all  state  owned  water 
projects  are  in  safe  operating  condition. 

Activities  of  Selected  Projects 

We  performed  a  limited  review  of  selected  state  owned  water  projects 
to  determine  the  status  of  the  projects  and  the  plans  the  department  has 
with  respect  to  those  projects.   In  performing  this  review  and  discuss- 
ing the  projects  with  the  department's  staff,  we  noted  the  matters 
discussed  below. 

— Daly  Ditches 

The  Water  Conservation  Board  acquired  the  Daly  Ditches  water 
project  in  1942  from  the  Ravalli  Land  and  Irrigation  Company.   This 
project  is  located  in  Ravalli  County  and  supplies  water  to  approximately 
17,000  acres  of  land  in  the  Bitterroot  Valley.   The  department  currently 
operates  this  project  with  five  full-time  state  employees  as  opposed  to 
all  other  projects  which  the  local  water  user  associations  operate. 

When  the  state  took  over  the  project,  it  also  assumed  the  existing 
contracts  which  called  for  the  delivery  of  water  at  a  fixed  price  of 
$3.00  per  acre  of  land  and  did  not  allow  for  the  inflation  of  delivery 
costs.   As  a  result,  the  state  has  operated  the  project  at  a  substantial 
loss  as  indicated  by  the  financial  statement  on  page  46.   In  1973,  the 
department  assessed  all  water  users  a  share  of  the  principle  and  operating 
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and  maintenance  costs.   Numerous  water  users  paid;  however,  several 
others  refused.   Since  then,  a  civil  action  has  been  filed  against  the 
department  seeking  to  enforce  the  existing  contracts  and  the  lawsuit  is 
now  pending.   Department  officials  expect  the  lawsuit  to  be  tried  later 
this  year. 

The  department  recently  prepared  a  report  describing  alternatives 
for  the  disposition  of  the  Daly  Ditches  project.   The  department  sub- 
mitted the  report  to  the  Board  of  Natural  Resources,  which  unanimously 
approved  the  plan.   The  report  concluded  that  the  department,  in  the 
best  interest  of  the  state  and  the  water  users,  should  divest  itself  of 
the  project.   The  report  proposes  three  alternatives  listed  below  in 
order  of  priority. 

1.  Offer  the  project  to  the  Ravalli  Water  Users  Association. 

2.  Offer  the  project  to  the  Ravalli  County  Commissioners. 

3.  Offer  the  project  to  private  competitive  bidders. 

No  formal  action  has  been  taken  by  the  department  since  the  approval  of 
the  proposed  plan. 
— Nevada  Creek 

The  state  owns  approximately  183  acres  of  land  not  covered  by  water 
at  the  Nevada  Creek  water  project.   According  to  department  officials, 
40  acres  of  this  land  is  good  hay  meadow  which  a  nearby  farmer  leases. 
However,  the  farmer  leases  this  land  from  the  water  users'  association 
as  opposed  to  the  department,  which  owns  the  land.   Department  officials 
indicated  that  the  administrative  cost  of  leasing  the  land  would  exceed 
the  income  derived. 

Also  located  on  the  land  at  the  Nevada  Creek  water  project  are 
buildings  from  an  old  ranch.   As  the  result  of  a  recommendation  from  a 


-7- 


report  prepared  by  a  consultant,  the  department  provided  funding  and 
CETA  employees  to  renovate  the  Nevada  Creek  ranch.   In  addition  to  the 
state  funding,  a  nonprofit  corporation  was  established  and  received 
federal  grants  for  funding  of  the  project. 

The  objective  of  the  renovation  of  the  ranch  is  to  provide  a  train- 
ing site  for  teaching  appropriate  technology.   Appropriate  technology, 
according  to  the  project  director,  is  basically  "doing  what  you  can  with 
what  you  have." 

As  of  June  30,  1978,  the  department  had  invested  $61,535  in  CETA 
money  for  salaries  of  employees  and  $1,623  in  operating  expenses  in 
renovation  of  the  ranch.   Since  then,  the  corporation  has  obtained 
funding  for  CETA  employees  so  the  department  no  longer  provides  CETA 
resources. 

Since  the  department  did  not  have  supervisory  personnel  at  the 
ranch,  the  project  director  took  the  responsibility  of  supervising  the 
CETA  employees  and  approving  their  time  records.   We  reviewed  selected 
time  records,  which  the  project  director  approved,  and  found  that  the 
employees  recorded  hours  which  were  not  actually  worked  and  holiday  time 
on  regular  work  days.   The  department's  payroll  officer  stated  it  is  not 
uncommon  to  find  clerical  errors  in  the  Nevada  Creek  ranch  employees' 
time  records. 

The  department  plans  to  lease  the  Nevada  Creek  ranch  to  the  cor- 
poration when  the  ranch  is  in  operating  condition.   Department  officials 
indicated  they  expect  to  recover  the  state's  investment  in  the  ranch 
through  the  lease.   However,  the  lease  is  contingent  upon  the  approval 
of  the  Board  of  Natural  Resources  and  Conservation. 
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— Tongue  River  Reservoir 

In  fiscal  year  1975-76,  a  private  coal  company  appeared  before  the 
board  to  request  an  easement  on  the  department's  land  at  the  Tongue 
River  Reservoir.   The  board  requested  an  appraisal  on  the  land  which  the 
coal  company  obtained.   The  appraiser  hired  by  the  coal  company  appraised 
the  land  at  $100  per  acre. 

The  board  later  decided  two  appraisals  would  be  better.   Since  the 
department  did  not  have  the  funds  to  pay  for  the  appraisal,  the  depart- 
ment requested  the  coal  company  to  pay  for  another  appraisal  for  which 
the  department  would  select  the  appraiser.   The  board  agreed  to  use  the 
average  of  the  two  appraisals  for  the  price  of  the  easement.   The  appraiser 
selected  by  the  department  appraised  the  land  at  $800  per  acre.   The 
board  granted  the  easement  at  the  average  of  the  two  appraisals. 

The  department  initially  received  approximately  $17,000  for  the 
easement  at  the  appraised  value  of  $100  per  acre  and  subsequently  col- 
lected an  additional  $56,000  as  the  result  of  averaging  the  two  appraisals. 

Minutes  of  the  board  meeting,  where  the  easement  was  awarded, 
stated  that  "in  the  future  the  board  would  like  the  department  to  always 
have  two  or  three  appraisals  done,  and  the  highest  appraisal  will  be 
used  as  a  guideline,  and  the  applicant  will  pay  for  the  appraisals." 
Repayment  of  the  State's  Investment 

The  statutes  authorizing  the  department  to  construct  water  projects 
generally  provide  that  the  projects  be  self-sustaining  to  the  extent 
that  revenues  derived  from  each  project  should  be  sufficient  to  pay  the 
costs  of  maintaining,  repairing,  and  operating  the  project,  in  addition 
to  providing  moneys  for  debt  retirement.   Section  89-115(1),  R.C.M. 
1947,  provides  in  part: 
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"...  The  department  shall  enter  into  the  contracts  and  fix  and 
establish  the  prices,  rates  and  charges  so  as  to  provide  at  all 
times  funds  which  will  be  sufficient  to  pay  all  costs  of  operation 
and  maintenance  of  the  works  authorized  by  this  act,  together  with 
necessary  repairs  thereto,  and  which  will  provide  at  all  times 
sufficient  funds  to  meet  and  pay  the  principal  and  interest  of  all 
bonds  or  loans  ..." 

As  depicted  by  the  water  project  financial  statements,  the  state 
has  an  inadequate  return  on  numerous  water  projects.   The  bonded  projects 
appear  more  sound  financially  than  the  nonbonded  projects  due  to  the 
favorable  purchase  price  paid  for  outstanding  bonds  from  the  federal 
government  in  1951. 

In  recent  years,  the  department  has  entered  into  new  contracts  to 
sell  additional  water  which  has  served  to  recover  the  state's  investment. 
Also,  the  Board  of  Natural  Resources  has  recently  approved  a  plan  to 
continue  work  on  the  feasibility  of  using  state  water  projects  to  produce 
hydroelectric  power  which  would  provide  additional  revenue.   However, 
the  state  currently  has  over  $800,000  of  investment  in  the  active  water 
projects  and  no  income  to  reduce  this  investment. 
Water  Project  Land 

The  department  owns  a  significant  amount  of  land  associated  with 
both  active  and  inactive  water  projects;  in  addition  to  the  land  flooded 
by  water.   A  report  prepared  by  the  department  on  state  owned  water 
projects  contained  acreage  estimates  for  21  water  projects.   According 
to  this  report,  the  department  owns  approximately  7,000  acres  of  land 
not  flooded  by  water  associated  with  these  21  projects. 

Department  officials  state  that  they  currently  have  leases  on  state 
land  at  six  water  projects.   They  said  the  primary  reason  for  not  leas- 
ing additional  land  was  that  they  do  not  know  what  land  the  department 
owns.   One  employee  is  researching  the  department's  files  in  order  to 
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try  to  determine  the  land  owned  by  the  department.   However,  department 
officials  indicated  it  would  take  a  significant  amount  of  time  and 
effort  to  accumulate  this  information. 

Since  the  department  owns  a  large  amount  of  land  with  revenue 
producing  potential,  department  officials  should  take  the  necessary 
steps  to  assure  the  state  receives  the  maximum  benefit  from  state  owned 
land.   The  department  has  transferred  the  administration  of  land  at  one 
water  project  to  the  Department  of  State  Lands  and  department  officials 
stated  that  this  arrangement  has  worked  well. 

RECOMMENDATION 

We  reoommend  that  the  department  take  the  necessary  steps   to 
assure   the  state  receives   the  maximum  return  on  state  owned 
land. 
Delinquent  Accounts 

The  contracts  between  the  water  users  and  the  department  provide 
for  annual  payments  by  the  water  users  to  their  water  users'  associa- 
tions, which  in  turn  pay  the  department.   The  department  bills  each  of 
the  water  users  annually  for  the  amount  specified  in  the  contract  plus 
an  amount  for  operating  and  maintenance  costs. 

At  June  30,  1977,  the  department  had  $230,087  of  delinquent  accounts 
receivable.   The  department  does  not  collect  interest  on  any  of  its 
delinquent  accounts  receivable,  although  the  water  contracts  generally 
require  that  delinquent  amounts  bear  6  percent  interest.   The  department 
gives  the  various  associations  the  responsibility  for  follow-up  on  any 
unpaid  accounts.   The  water  users'  associations  occasionally  charge 
interest  on  the  delinquent  accounts  and  retain  the  interest  collected. 
Although  a  large  portion  ($179,392)  of  the  delinquent  accounts  stem  from 
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pending  litigation  on  the  Daly  Ditches  water  project,  the  department 
should  charge  interest  on  delinquent  accounts  to  assure  prompt  payment 
by  the  water  users. 

RECOmEmATIOlil 

We  vecommend  that  the  department  assess  water  users  '  associations 
interest  on  delinquent  accounts  receivable. 
Indirect  Costs 

The  department  incurs  a  significant  amount  of  indirect  costs  each 
year  relating  to  the  water  projects.   These  costs  consist  of  bookkeeping, 
engineering,  inspection,  and  hearing  costs.   Although  these  types  of 
costs  are  not  directly  related  to  individual  projects  or  groups  of 
projects,  they  are  incurred  by  the  department  in  the  project  adminis- 
tration.  The  department  does  not  allocate  these  costs  to  the  water 
projects  to  properly  reflect  all  costs  associated  with  the  projects  nor 
does  the  department  charge  the  indirect  costs  to  the  water  users. 

While  the  indirect  costs  are  not  being  collected  from  the  water 
users,  the  financial  records  should  reflect  all  costs  associated  with 
projects.  The  department  should  determine  a  reasonable  relationship 
between  administrative  costs  and  a  unit  of  measure  such  as  volume  of 
water  used  or  number  of  water  users.   The  department  should  then  establish 
indirect  cost  rates  to  allocate  the  department's  indirect  costs  in  an 
equitable  manner  to  all  water  projects.   Any  significant  expenditures 
relating  to  an  individual  project  should  be  charged  directly  to  the 
project. 

This  would  provide  the  department  with  better  financial  information 
for  making  administrative  decisions  and  for  disclosing  costs  associated 
with  the  water  projects. 
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RECOMMENDATION 

We  vecorrmend  that  the  department  establish  indivect  aost  rates  and 

allocate   these  costs  in  the  accounting  records   to  all  water 

projects. 

Water  Project  Receivables  and  Payables 

The  department  does  not  record  all  water  project  accounts  receivable 

and  accounts  payable  in  its  formal  accounting  records.   As  a  result,  the 

financial  statements  do  not  accurately  reflect  the  department's  financial 

position.   The  following  table  shows  the  department's  unrecorded  accounts 

receivable,  accounts  payable,  and  reserves  by  fund  at  June  30,  1977. 

Sinking 
Assets  Fund*  General  Fund* 

Accounts  Receivable  (current)      $  3,000  $   84,000 

Accounts  Receivable  (long  term)     14,000  4,073,000 

$17,000  $4,157,000 

Liabilities  and  Reserves 

Reserve  for  Receivables  $4,157,000 

Bonds  Payable  $17,000  

$17,000  $4,157,000 

*Amounts  are  rounded  to  the  nearest  thousand. 

The  department  should  include  this  information  in  its  formal  account- 
ing records  in  order  to  provide  better  financial  information  for  making 
management  decisions  and  to  provide  better  financial  statement  dis- 
closure for  the  department  and  the  state  as  a  whole. 

RECOMMENDATION 

We  recommend  that  the  department  record  all  accounts  receivable, 
accounts  payable,   and  reserves  in  its  formal  accounting  records. 
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REVENUE 

Depositing  Procedure 

The  department  collects  revenue  in  two  primary  locations — the  main 
office  in  Helena  and  the  forestry  office  in  Missoula.   At  the  time  of 
our  last  audit,  the  department  deposited  virtually  all  revenue  into  its 
federal  and  private  grant  clearance  fund.   This  fund  served  as  a  holding 
account  for  the  department's  revenue.   Money  held  in  this  fund  included 
general  fund,  earmarked  revenue  fund,  federal  and  private  revenue  fund, 
and  trust  and  legacy  fund  money.   Periodically,  the  department  made 
transfers  from  this  fund  to  the  appropriate  fund  and,  at  that  time, 
recognized  the  collections  as  revenue. 

Since  the  department  could  make  deposits  directly  to  the  correct 
fund  at  the  time  of  receipt,  we  recommended  that  the  department  deposit 
all  identifiable  revenue  directly  to  the  appropriate  fund  at  the  time  of 
receipt. 

At  the  start  of  fiscal  year  1976-77  the  Helena  office  implemented 
our  recommendation;  however,  the  forestry  division  still  makes  deposits 
to  its  clearing  account.   At  June  30,  1977,  the  department  held  $645,663 
in  its  clearing  account.   However,  due  to  the  condition  of  the  depart- 
ment's accounting  records,  we  were  unable  to  readily  determine  the 
correct  disposition  of  these  collections. 

Included  in  the  forestry  division's  clearing  account  is  school  fund 
revenue  derived  primarily  from  timber  sales.   The  division  deposits  this 
revenue  in  its  clearing  account  and  periodically  transfers  the  collections 
to  the  Department  of  State  Lands  for  the  trust  and  legacy  fund.   Until 
the  division  transfers  the  collections  to  the  trust  and  legacy  fund,  the 
state  general  fund  receives  the  benefit  of  the  interest  income  which  may 
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amount  to  approximately  $40,000  annually.   This  is  contrary  to  Montana's 
Enabling  Act  in  which  congress  granted  the  land  to  Montana  and  required 
the  proceeds  to  be  used  for  the  support  of  the  schools.   Depositing  the 
school  fund  revenue  directly  to  the  trust  and  legacy  fund  would  allow 
the  schools  to  receive  the  benefit  of  the  interest  income. 

At  the  time  of  receipt,  the  division  cannot  determine  the  final 
disposition  of  certain  collections  relating  to  advance  payments  on 
timber  sales.   The  department  should  consult  with  the  Department  of 
Administration  to  determine  the  proper  procedures  for  accounting  for 
advance  payments  on  timber  sales. 

The  department's  procedure  of  depositing  revenue  in  its  clearing 
account  results  in  the  preparation  of  unnecessary  documents  and  requires 
additional  transactions  for  each  receipt.   Department  employees  stated 
that  for  the  revenue  which  they  presently  deposit  directly  to  the  appro- 
priate account  and  bypass  the  clearing  account,  they  save  a  significant 
amount  of  time.   Since  making  deposits  in  the  clearing  account  is  unnec- 
essary, and  because  bypassing  the  clearing  account  results  in  a  more 
efficient  process,  the  department  should  deposit  all  identifiable  revenue 
received  directly  to  the  appropriate  fund. 

RECOMMENDATION 

We  recommend  that  the  department  deposit  all  identifiable  revenue 
received  directly  to   the  appropriate  fund. 
Reimbursable  Grants 

The  department  receives  grants  on  a  reimbursement  basis  from  the 
federal  government  and  records  grant  receipts  as  revenue  when  reimburse- 
ment is  received.   The  audit  guide.  Audits  of  State  and  Local  Governmental 
Units,  issued  by  the  American  Institute  of  Certified  Public  Accountants, 
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states,  in  part,  that  if  expenditure  of  funds  is  the  prime  factor  for 
determining  eligibility  for  grant  funds,  revenue  should  be  recognized  at 
the  time  of  making  the  expenditure. 

Also,  Governmental  Accounting,  Auditing,  and  Financial  Reporting 
(GAAFR) ,  published  by  the  National  Committee  on  Governmental  Accounting, 
states,  in  part,  that  the  modified  accrual  basis  of  accounting  is  that 
method  of  accounting  where  revenues  are  recorded  when  received  in  cash, 
except  for  material  or  available  revenues  which  should  be  accrued  to 
reflect  revenues  earned.   GAAFR  further  states  that  revenue  sources 
which  can  and  should  be  recorded  on  the  accrual  basis  include  grants 
from  other  governments. 

Montana  Operations  Manual,  Section  2-0240.40,  states  that  full 
accrual  accounting  will  be  permitted  if  the  need  justifies  the  applica- 
tion; however,  the  section  does  not  define  the  conditions  when  full 
accrual  accounting  will  be  used  by  state  agencies.   We  discussed  this 
matter  with  Department  of  Administration  officials  who  stated  the  accrual 
of  grant  revenue  is  being  actively  addressed  on  the  national  level,  and 
that  at  the  present  time  accrual  of  revenue  is  optional  for  state  agencies. 

RECOMMENDATIOl] 

We  veoommend  that  the  department  accrue  revenue  in  accordance 
with  generally  accepted  accounting  principles. 
EXPENDITURES 

Retained  Attorney 

In  addition  to  3  full  time  staff  attorneys,  the  department  retains 
an  attorney  who  receives  a  retainer  fee  of  $1,000  per  month  plus  $35  per 
hour  for  all  services  requiring  more  than  30  hours  a  month. 
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The  department  also  retained  this  attorney  at  the  time  of  our  last 
audit.   In  the  last  audit  report,  we  questioned  the  need  for  a  permanent 
retained  counsel,  although  recognizing  that  in  certain  circumstances  it 
may  be  desirable  to  retain  outside  legal  counsel  to  assist  in  nonrecurring 
special  legal  matters.   We  recommended  that  the  department  retain  outside 
legal  counsel  only  to  obtain  specific  expertise  not  available  to  the 
department's  staff.   We  also  recommended  that  the  department  develop  as 
much  expertise  in  its  legal  staff  as  necessary  to  meet  recurring  depart- 
mental needs.   The  department  concurred  with  our  recommendations, 
noting  that  it  is  difficult  to  attract  and  retain  lawyers  with  the 
necessary  expertise  and  experience  to  meet  all  the  department's  legal 
needs. 

At  the  time  of  our  last  audit,  the  retained  attorney  did  not  record 
actual  hours  worked  unless  they  exceeded  30  hours  per  month.   Thus,  we 
were  unable  to  accurately  determine  the  extent  to  which  the  department 
relied  on  its  retained  counsel.   Since  that  time,  the  department  executed 
a  new  contract  requiring  the  retained  counsel  to  list  the  total  number 
of  hours  worked  whether  or  not  his  time  exceeded  30  hours  per  month. 

We  reviewed  the  claims  submitted  by  the  retained  counsel  to  determine 
the  extent  to  which  the  department  made  use  of  his  services.   During 
fiscal  year  1975-76,  he  worked  a  total  of  244  hours  and  during  fiscal 
year  1976-77  a  total  of  137  hours.   This  amounted  to  approximately  $61 
per  hour  in  fiscal  year  1975-76  and  $88  per  hour  in  fiscal  year  1976-77. 

The  following  table,  which  shows  the  retained  counsel's  hours 
worked  and  salary  received  for  the  two  fiscal  years,  may  indicate  that 
the  department  does  not  need  a  retained  counsel. 
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Retained  Counsel  Hours  Worked  and  Payment  Received 

Fiscal  Years  1975-1976  and  1976-1977 

Month  Hours  Worked               Payment  Received 

July  1975  45                       $  1,525 

August  34.5  1,168 

September  21.5  1,000 

October  75.0  2,575 

November  1  1 , 000 

December  18.3  1,000 

January  1976  48.5  1,648 

February  0  1,000 

March  0  1,000 

April  0  1,000 

May  0  1,000 

June  0  1 , 000 

July  0  1,000 

August  0  1,000 

September  0  1,000 

October  15  1,000 

November  17.5  1,000 

December  10.25  1,000 

January  1977  15.5  1,000 

February  6.5  1,000 

March  29  1,000 

April  19.1  1,000 

May  24  1,000 

June  0  1,000 

TOTAL  380.65                     $26,916 


($26,916  +  380.65  =  $70.71  per  hour) 
We  discussed  the  need  for  a  retained  attorney  with  department 
officials.   They  indicated  that  their  present  retained  attorney's 
expertise  is  needed  and  that  the  department  would  not  be  able  to  employ 
an  attorney  with  that  expertise  under  the  state's  present  pay  plan  due 
to  salary  limitations.   One  department  official  indicated  that  they  had 
considered  contracting  the  attorney  on  a  case-by-case  basis;  however, 
they  had  not  performed  an  evaluation  to  determine  whether  or  not  this 
would  be  less  costly.   He  stressed  that  if  the  department  contracted  an 
attorney  on  a  case-by-case  basis,  the  rate  per  hour  would  be  greater 
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than  the  $35  which  the  department  presently  pays  its  retained  attorney 
for  work  in  excess  of  30  hours  per  month. 

Since  the  department  utilizes  its  retained  attorney  to  a  limited 
degree,  as  depicted  by  the  preceding  table,  the  department  should  review 
the  need  for  retaining  this  attorney. 
RECOmEmATION 

We  resommend  that  the  department  retain  outside   legal  counsel  only 
to  obtain  legal  expertise  not  available  in  the  department's 
staff. 
Cost-Sharing  Programs 

The  department  participates  in  numerous  federal-state  cost-sharing 
programs.   Most  of  these  programs  are  funded  on  a  reimbursement  basis. 
That  is,  the  department  must  expend  moneys  in  support  of  a  program,  then 
submit  quarterly  billings  and  be  reimbursed  for  a  certain  percentage  of 
qualifying  expenditures. 

The  department  does  not  currently  charge  expenditures  to  its  state 
and  federal  funds  in  accordance  with  the  federal-state  participation  in 
the  cost-sharing  program.   Generally,  the  department  allocates  its 
expenditures  between  its  state  and  federal  funds  in  a  way  to  meet  its 
cash  flow  needs.   As  a  result,  the  department  charges  the  state  general 
fund  a  disproportionate  share  of  expenditures  for  certain  of  its  programs, 
Under  these  procedures,  the  accounting  records  may  show  that  the  state 
general  fund  has  supported  an  individual  cost-sharing  program  at  a 
higher  level  than  the  agreement  provided.   Conversely,  the  same  may  be 

true  of  the  department's  federal  moneys  for  a  different  cost-sharing 
program.   As  a  result,  the  department's  financial  reports  do  not  accu- 
rately reflect  the  state  and  federal  involvement  in  most  federal  programs. 
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The  following  tables  show  the  financial  activity  of  the  Bitterroot 
Resource  and  Conservation  Program  for  fiscal  year  1975-76  and  illustrate 
the  problem.   The  first  table  shows  the  federal-state  involvement  recorded 
on  the  Statewide  Budgeting  and  Accounting  System  and  paid  from  the  state 
treasury.   The  second  shows  the  actual  federal-state  involvement  according 
to  the  department's  federal  grant  file. 

Bitterroot  Resource  and  Conservation  Program 


Fund 


General  Pund 
Federal  Funds 


Fund 


General  Fund 
Federal  Funds 


Official  State  Accounting  Records 

Fiscal  Year  1975- 

-76 

Expenditures 

Percent  of 

Total 

$11,579 

82% 

2,571 
$14,150 

18 

100% 

Bitterroot  Resource  and  Conservation  Pi 

rogram 

Departmental  Grant 

File 

Fiscal  Year  1975- 

-76 

Expenditures 

Percent  of 

Total 

$  6,135 

43% 

8,015 

$14,150 

57 

100% 

The  legislature  and  legislative  staff  use  the  financial  information 
recorded  on  SBAS  for  making  their  recommendations  and  decisions.   How- 
ever, the  SBAS  records  do  not  reflect  the  correct  federal-state  involve- 
ment due  to  the  department's  accounting  procedures.   The  state's  official 
accounting  records  lead  the  legislature  to  believe  the  general  fund  is 
paying  82  percent  of  this  program's  expenditures,  whereas  the  general 
fund  is  actually  paying  only  43  percent  of  the  program's  expenditures. 

The  number  of  federal-state  cost-sharing  programs  has  increased 
significantly  in  recent  years.   Due  to  increasing  state  support  of  some 
programs,  if  the  state's  costs  were  fairly  presented,  the  legislature 
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could  decide  that  certain  programs  may  not  be  desirable.   To  provide 
both  the  executive  and  legislative  branches  of  state  government  with 
appropriate  cost  information  on  which  to  base  financial  decisions,  the 
department  should  record  its  expenditures  relating  to  cost-sharing 
programs  in  accordance  with  its  cost-sharing  agreement  and  the  actual 
reimbursement  received.   This  would  provide  accurate  financial  data  for 
making  management  decisions  relating  to  the  programs. 

In  certain  instances  the  department  may  not  have  adequate  cash  in 
the  federal  and  private  revenue  fund  to  properly  allocate  its  expend- 
itures between  state  and  federal  funds.   Currently  the  department,  in 
effect,  borrows  money  from  the  general  fund  by  paying  for  federal  program 
expenditures  with  general  fund  moneys.   Subsequently,  when  the  department 
receives  federal  reimbursement,  it,  in  effect,  repays  the  loan  by  making 
general  fund  expenditures  with  federal  moneys.   However,  no  record  of 
these  borrowing  transactions  is  maintained  by  the  department.   In  these 
instances,  the  department  should  seek  a  general  fund  loan  through  the 
Department  of  Administration  to  provide  a  record  of  the  interfund  trans- 
actions.  The  department  could  then  make  expenditures  from  the  correct 
fund  and  repay  the  general  fund  loan  when  federal  reimbursements  are 
received. 

Department  officials  expressed  concern  that  in  certain  instances 
the  department  does  not  know  the  exact  federal  support  of  a  program 
until  final  reimbursement  is  received.   In  these  cases,  the  department 
should  pay  its  expenditures  based  on  anticipated  federal-state  involve- 
ment, then  make  necessary  corrections  when  final  reimbursements  are 
received. 
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RECOMMEWATION 

We  veoorrmend  that  the  department  allocate  its  expenditures  fov 
fedevat-Qtate  ooat-sharing  programs  between  its  federal  and  state 
funds  in  aaaordanae  with  actual  federal-state  involvement. 
Board  of  Oil  and  Gas  Conservation 

The  Board  of  Oil  and  Gas  Conservation  was  placed  under  the  depart- 
ment by  the  Executive  Reorganization  Act  of  1971.   The  board  is  comprised 
of  five  members  and  normally  meets  once  each  month.   Section  82A-112, 
R.C.M.  1947,  provides  for  board  member  compensation  of  $25  for  each  day 
a  board  member  is  engaged  in  the  performance  of  board  duties.   Board 
members  are  also  reimbursed  for  travel  expenses. 

We  reviewed  board  members'  claims  for  the  two  fiscal  years  ending 
June  30,  1977  and  found  that  they  normally  claim  two  additional  days' 
compensation  at  $25  per  day  for  work  performed  in  addition  to  the  days 
on  which  board  meetings  are  held.   In  fiscal  year  1975-76,  the  board 
members  claimed  a  total  of  $2,500  for  this  additional  work  and  in 
fiscal  year  1976-77  a  total  of  $2,425.   The  board's  attorney  explained 
that  board  members  ordinarily  perform  board  business  on  a  number  of  days 
each  month  and  that  he  advised  them  that  claiming  two  days  compensation 
each  month  is  legal  and  appropriate  under  state  law. 

However,  to  provide  adequate  documentation,  board  members  should 
include  on  the  claim  documentation  form  a  brief  description  of  the 
nature  of  the  board's  business  dealt  with  on  days  for  which  compensation 
is  claimed. 

RECOMMENDATION 

\le  reoommend  that  the  Board  of  Oil  and  Gas  Conservation  properly 
doaument  time  spent  in  the  performance  of  board  duties. 
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PERFORMANCE  BONDS 

The  department  receives  and  subsequently  refunds  bonds  from  loggers 

who  cut  timber  on  private  lands.   Section  28-404,  R.C.M.  1947,  which 

gives  the  department  the  authority  for  requiring  such  bonds,  provides  in 

part : 

"Before  cutting  any  forest  product  or  conducting  timber  stand 
improvement,  .  .  .  upon  private  lands  within  the  state  the  person 
conducting  such  practice  shall  provide  for  the  reduction  or  man- 
agement of  the  fire  hazard  to  be  created  by  entering  into  a  fire 
hazard  reduction  agreement  with  the  department  and  by  posting  a 
bond  to  the  state,  .  .  .  The  bond  shall  be  released  upon  completion 
of  the  work  done  in  compliance  with  the  terms  of  the  agreement." 

If  the  logger  does  not  adequately  clear  the  slash  after  logging, 
the  department  pays  for  the  clearing.   The  department  records  the 
receipt  of  a  bond  as  revenue  and  the  refund  of  the  bond  as  an  expenditure. 
However,  the  receipt  of  the  money  constitutes  a  liability  of  the  depart- 
ment, and  the  refund  constitutes  a  reduction  of  that  liability.   In  most 
instances,  the  logger  clears  the  slash  and  the  department  returns  the 
bond. 

The  use  of  the  department's  accounting  procedures  significantly 

misstates  its  reported  earmarked  revenue  fund  revenues  and  expenditures 

for  both  fiscal  years  1975-76  and  1976-77.   The  following  table  shows 

the  effect  of  the  department's  accounting  procedures  relating  to  bonds. 

Fiscal  Year 
1975-76  1976-77 

Revenue  Overstatement  $701,311  $837,810 

Expenditure  Overstatement  $329,822  $478,690 

In  order  to  obtain  sound  financial  information  for  making  management 

decisions,  in  addition  to  providing  accurate  financial  statement  disclosure 

for  both  the  department  and  the  state  as  a  whole,  the  department  should 

record  the  receipt  of  the  bonds  as  a  liability  and  the  refund  as  a  re- 
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duction  of  a  liability  in  an  agency  fund  account.   Should  the  logger  not 
clear  the  slash  after  cutting  timber,  the  department  should  then  record 
the  expense  of  the  clearing  operation  and  the  corresponding  revenue  and 
transfer  the  related  cash  from  the  agency  fund  to  the  earmarked  revenue 
fund. 

RECOMMENDATION 

We  reoormend  that  the  department  properly  aooount  for  bonds 
from  private   logging  companies  in  an  agency  fund  account. 
PERSONAL  SERVICES 
Payroll  Procedures 

Prior  to  going  on  after-the-fact  payroll,  the  forestry  division's 
part-time  and  seasonal  employees'  pay  period  ended  one  week  prior  to 
that  of  other  department  employees.   However,  their  salary  warrants  were 
prepared  on  the  same  day.   As  a  result,  these  employees  were  one  week 
behind  regular  forestry  division  employees  in  receiving  their  payroll 
warrants. 

Under  procedures  employed  during  this  time,  the  forestry  division's 
part-time  and  seasonal  employees'  payroll  warrants  were  prepared  on  the 
eleventh  business  day  after  the  end  of  their  pay  period.   The  department 
mailed  the  warrants  to  the  forestry  division  in  Missoula,  which  in  turn 
distributed  them  to  the  employees — causing  further  delay. 

In  July  1977,  the  department  altered  its  payroll  procedures  to 
allow  for  after-the-fact  payroll.   Presently  all  department  employees' 
pay  period  ends  on  the  same  day.   Under  the  state's  current  procedures, 
payroll  warrants  are  distributed  on  the  tenth  business  day  following  the 
end  of  the  pay  period.   Warrants  are  mailed  to  the  forestry  division  for 
its  employees,  and  the  division  mails  warrants  to  a  number  of  individuals. 
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As  a  result,  numerous  employees  working  outside  the  Helena  area  do  not 
receive  their  salary  warrants  within  the  specified  time  period. 

Section  25-507.2,  R.C.M.  1947,  requires  state  employees'  payroll 
warrants  to  be  distributed  or  mailed  within  10  business  days  following 
the  close  of  the  payroll  period.   Section  41-1302,  R.C.M.  1947,  provides 
penalty  provisions  for  failing  to  pay  employees'  wages  within  10  business 
days.   The  department's  present  payroll  procedures  may  be  construed  as  a 
violation  of  this  section,  resulting  in  the  state  being  liable  to  employees 
who  do  not  have  their  payroll  warrants  mailed  to  them  within  10  business 
days. 

RECOMMEmATION 

We  reoommend  that  the  department  work  with  the  State  Auditor  's 
Office  to  implement  procedures  to  assure  the  state  is  in  com- 
pliance with  state   law. 
PLANT.  PROPERTY,  AND  EQUIPMENT 

In  the  last  audit  report  on  the  department,  we  made  three  recommen- 
dations relating  to  the  department's  inventory  procedures  and  records  of 
fixed  assets.   The  forestry  division  of  the  department  has  made  progress 
with  respect  to  its  inventory  procedures;  however,  other  divisions  of 
the  department  have  not  corrected  the  problems. 

Discussed  below  are  the  problems  noted  in  our  last  audit  report, 
followed  by  a  reiteration  of  our  recommendations. 

The  department  does  not  maintain  current  inventory  records  for 
fixed  assets  having  a  value  of  several  million  dollars.   In  addition, 
the  department  does  not  include  these  items  in  its  formal  accounting 
records.   Since  the  department  did  not  maintain  adequate  accounting 
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records  for  fixed  assets  as  required  by  generally  accepted  accounting 
principles,  the  financial  statements  do  not  include  these  assets. 

The  department  also  has  not  maintained  summary  records  of  fixed 
assets.   The  department's  accounting  staff  should  prepare  and  maintain 
these  records  on  a  current  basis.   Summary  records  provide  management 
with  information  as  to  the  nature  and  value  of  assets  on  hand,  and  they 
provide  a  basis  for  establishing  accounting  control  over  the  assets. 

The  Department  of  Administration's  Management  Memorandum  70-17 
requires  state  agencies  to  take  annual  physical  inventories.   However, 
employees  have  not  taken  a  complete  physical  inventory  of  fixed  assets 
for  several  years.   Since  much  of  the  plant,  property,  and  equipment  is 
located  throughout  the  state,  the  department  should  conduct  physical 
inventories  to  establish  sound  accounting  control. 

In  many  cases,  the  available  inventory  records  do  not  indicate  the 
location  of  the  specific  inventory  items.   Also,  records  do  not  always 
reflect  transfers  of  equipment  between  regions.   Thus,  the  department 
loses  accounting  control  of  the  equipment  until  it  conducts  another 
physical  inventory.   Such  transfers  should  require  written  authorization 
on  a  property  transfer  form,  which  should  also  initiate  a  change  in  the 
inventory  records. 

The  department  records  fixed  assets  at  cost,  as  required  by  Manage- 
ment Memorandum  70-17,  with  one  exception.   The  Forestry  Division  acquires 
many  of  its  fire  control  vehicles  from  area  military  bases  through  the 
federal  "excess  property"  program.   The  division  reconditions  vehicles 
for  fighting  fires.   According  to  department  officials,  legal  title  of 
the  excess  property  remains  with  the  federal  government.   Because  of 
this,  the  department  should  record  the  property  as  an  asset  owned  by  the 
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federal  government  with  a  corresponding  liability  to  the  federal  govern- 
ment. 

The  department  also  acquires  equipment  with  funds  received  from  the 
federal  government.   The  federal  regulations  require  the  grantees  to 
maintain  accurate  property  records  and  controls.   These  requirements 
include: 

1.  Physical  inventory  of  property  at  least  once  every  two  years. 

2.  Records  on  location  of  the  property  items. 

3.  Records  indicating  unit  acquisition  cost. 
RECOMMENDATION 

We  recommend  that  the  department: 

1.  Maintain  current  inventory  records ^   on  the  cost  basis, 
for  all  fixed  assets  costing  $200  or  more. 

2.  Conduct  annual  physical  inventories,   by  employees  inde- 
pendent of  the  physical  control  and  recordkeeping  functions. 

S.        Include  all  fixed  assets  in  the  inventory  records  and 

their  value  in  formal  accounting  records. 
4.        Include   the   location  of  inventory  items  in  the  records 
and  require  written  transfer  forms  for  adjusting  the 
records. 
BAiMK  ACCOUNT  CONTROLS 

The  department  maintains  two  bank,  accounts  outside  the  treasury — 
one  in  Helena  and  one  in  Missoula.   The  department  uses  the  accounts  for 
travel  advances  and  certain  other  expenditures. 

In  our  last  audit  report,  we  identified  certain  internal  control 
weaknesses  associated  with  the  accounts  and  made  recommendations  to 
correct  the  problems.   However,  the  department  has  not  fully  implemented 
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our  recommendations  for  either  account.   Since  bank  accounts  outside  the 
treasury  do  not  have  the  built-in  safeguards  of  the  SBAS  system,  the 
department  should  use  procedures  which  provide  adequate  internal  control 
over  cash  receipts  and  cash  disbursements. 

The  department  makes  disbursements  from  its  contingent  accounts  for 
all  travel  advances.   Section  79-602,  R.C.M.  1947,  limits  expenditures 
from  contingent  revolving  accounts  to  those  requiring  immediate  cash 
payment.   Since  not  all  travel  advances  require  immediate  cash  payment, 
the  department  should  make  travel  advances  through  the  SBAS  system 
whenever  possible. 

Other  control  problems  follow: 

— The  department  makes  travel  advances  for  less  than  $50. 

— The  department  does  not  have  adequate  separation  of  duties.   The 
same  employee  deposits  cash,  prepares  bank  reconciliations,  prepares 
original  entry  books,  and  is  one  of  two  check  signers. 

— The  department  reimburses  its  account  several  times  each  month. 

— The  forestry  division  does  not  cancel  outstanding  checks  when  they 
become  stale. 

RECOmEmATION 

We  reaommend  that  the  department  oorvect  the  cash  internal  aontrol 
weaknesses  desoribed  above. 
PRIOR  AUDIT  RECOMMENDATIONS 

Our  previous  audit  report  on  the  Department  of  Natural  Resources 
and  Conservation  contained  43  recommendations  to  the  department.  The 
following  table  shows  the  status  of  implementation  and  the  subject  of 
the  recommendations  from  the  previous  audit  report. 
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Number  of  Recommendations 

Partially       Not 
Area  Implemented  Implemented  Implemented*  Tote 


Revenue 

6 

5 

Water  Projects 

2 

Personal  Services 

6 

3 

Expenditures 

7 

1 

Cash 

1 

Plant,  Property  and 

Equipment 

2 

4 

23 

14 

1 

2 
6^ 

*The  department  did  not  concur  with  four  of  these  recommendations. 

This  report  has  reiterated  those  recommendations  which  the  depart- 
ment has  not  implemented  or  for  which  the  department  has  not  taken 
adequate  corrective  action. 
FINAL  COMMENTS 

We  have  reviewed  the  comments  and  recommendations  contained  in  this 
report  with  tne  Director  of  the  Department  of  Natural  Resources  and 
Conservation  and  his  staff.   The  full  text  of  the  department's  response 
to  this  report  begins  on  page  55. 

We  wish  to  express  our  appreciation  to  the  Director  and  his  staff 
for  cooperation  and  assistance  during  this  audit. 
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Ke venue  Category 

LICENSES   AND   PERMITS 
Agricultural  and 

Natural  Resources 
Drilling   Permits 
Weather  Muditicacioi 


Estimated 
S      3,200     : 


0EPAJimDn_pX_NATUBALJ!ESOllRCES^_Al(D  CONSERVATION 

STATEMENT  OF  REVE'nuE   COMFAR£b"TO   RYvjjniVjSTTMtji^t: 

ALL  funds" 

FISCAL  YEAR  ENDED  JUKE  30,  1977 


Ean 


rked 


Estimated       Act 


TAXES 


SERVICE   KKKS 
Admlnisir.il  Iv 
Klliili; 

INVESTMENT   EARN 

Short-rerm   In 

Pool    (Note 

REIMBURSEMENTS 


Wati 


Proje 


990,000 

200,000  188,251 

220,000  237,106 


2,262 

1,262 

50.000 

294,392 

1,300 

1,489 

85,636      S100,000      Sill, 047 


990,000 
200,000 
220,000 
575,000 


1.24) 
65,000  60,837 

15,000  103,925 


45,000  69,329 


2,611 

580,000     1,146,936 

1,581 


tl,.M  A,-..., 
Uonmlssh. 


.120,400 
710,369 
69,380 


IHij^     Sjj^jjl  32,589,2^5  jiaai^      ^  5i.^     13,141,206  82,745^1      5309,^52      S37iU037     S6A2^2;,J83   S5_,«7,35_3 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
NOTES  TO  FINANCIAL  STATEMENTS 
Two  Fiscal  Years  Ended  June  30,  1977 
1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS) . 

The  state  of    Montana  utilizes  the  modified  accrual  basis  of  account- 
ing.  Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  as  cash.   Full  accrual  accounting  will  be 
permitted  if  the  need  justifies  the  application.   At  the  end  of  a  fiscal 
year,  all  valid  obligations  against  an  appropriation  are  to  be  accrued 
as  expenditures  as  provided  by  law."   (Montana  Operations  Manual  2- 
0240.40) 

2.  INVESTMENTS 

The  department's  investments  for  the  Oil  and  Gas  Division  in  the 
Earmarked  Revenue  Fund  are  stated  at  cost.   Their  market  value  at  June  30, 
1977  was  approximately  $48,240. 

3.  UNCLEARED  COLLECTIONS 

The  department  deposits  certain  collections  to  the  federal  and 
private  grant  clearance  account  as  "uncleared  collections."   Uncleared 
collections  totaled  $645,663  at  year  end,  June  30,  1977  as  reported  on 

the  department's  balance  sheet  on  page  30.   The  individual  amounts 
included  in  this  year  end  total  will  be  distributed  as  revenue  to  the 
proper  funds  subsequent  to  June  30,  1977. 
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4.  LONG-TERM  CONTRACTS 

The  department  is  indebted  to  the  federal  government  for  money 
borrowed  to  finance  five  water  projects  as  follows: 

Outstanding  Balance     Final  Payment 
Project  June  30,  1977  Date 

Charlo  Water  Project  $  17,000  1985 

Sidney  Pumping  Project  577,692  2012 

Little  Dry  Irrigation  Project  47,673  2012 

Petrolia  Storage  Project  49,600  2016 

South  Side  Canal  Project  35,000  2016 

$526,965 

The  debt  pertaining  to  the  Charlo  Water  Project  is  not  recorded  in 
the  department's  formal  accounting  records  or  in  the  department's  financial 
statements.   The  department  makes  the  annual  payments  on  this  debt  from 
money  collected  on  water  use  contracts  with  various  water  user  associa- 
tions in  the  state. 

5.  INVENTORIES 

Suppl  K'S  ,-irL'  treated  as  expentl  i  turts  in  the  various  funds  wlien 
paid  for,  and  consequently,  there  is  no  recorded  asset  for  supplies 
inventory. 

6.  GENERAL  FIXED  ASSETS  AND  DEPRECIATION 

General  fixed  assets  purchased  are  recorded  as  expenditures  in  the 
various  funds  at  the  time  of  purchase.   There  are  no  accounting  controls 
for  the  general  fixed  assets  group  of  accounts,  and  depreciation  is  not 
provided  on  general  fixed  assets.   The  department  owns  significant 
quantities  of  fixed  assets  consisting  of  land,  utilized  for  the  develop- 
ment of  water  projects,  buildings  and  equipment  used  by  the  state  forester 
in  Missoula  and  buildings  and  equipment  used  by  various  other  programs 
throughout  the  state. 
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7.  RETIREMENT  PLAN 

The  department's  employees  are  covered  by  the  Public  Employees' 
Retirement  System,  a  contributory  plan  under  which  the  state  contributes 
5.55  percent  of  an  employee's  gross  wages  and  the  employee  contributes  6 
percent  of  his  gross  wages.   The  department  incurred  pension  costs  of 
$213,230  during  fiscal  year  1975-76  and  $247,057  during  fiscal  year 
1976-77.   The  state's  policy  is  to  fund  accrued  pension  costs. 

8.  VACATION  AND  SICK  PAY 

Liabilities  incurred  because  of  employees'  unused  vacation  and  sick 
pay  are  not  recorded.   The  related  expenditures  are  recorded  when  paid. 
Permanent  employees  are  allowed  to  accumulate  and  carry  over  into  a  new 
calendar  year  a  maximum  of  two  times  their  annual  accumulation  of  vacation. 
Upon  termination,  qualifying  permanent  employees  having  unused  accumulated 
vacation  and  sick  leave  receive  payment  for  vacation  on  a  100  percent 
basis  and  sick  leave  on  a  25  percent  basis.   The  amount  of  the  liability 
associated  with  unused,  accumulated  vacation  and  sick  leave  at  June  30, 
1977,  is  maintained  on  an  hourly  basis  rather  than  by  dollar  amount. 
The  monetary  liability  is  not  calculated  until  an  employee  terminates. 

9.  COMPARABILITY  OF  FINANCIAL  STATEMENTS 

As  discussed  on  page  1  of  this  report,  the  department  consolidated 

its  programs  effective  July  1,  1976.   As  a  result,  the  programs  for 
fiscal  year  ended  June  30,  1977  do  not  correspond  to  those  of  the  prior 
year. 

10.  SCHOOL  REVENUE 

During  fiscal  year  1975-76  and  1976-77,  the  department  collected 
and  transferred  school  fund  revenue  to  various  agencies.   This  money 
consisted  of  revenue  received  from  the  state  forest  land,  which  the 
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department  administers.   None  of  this  revenue  is  reported  in  the  state- 
ment of  revenue  compared  to  revenue  estimates  or  statement  of  changes  in 
fund  balances  since  it  was  collected  in  an  agency  capacity.   The  revenue 
is  recorded  in  the  applicable  agency's  financial  statements. 
11.   CONTINGENT  LIABILITIES 

Mildenburger  vs.  Department  of  Natural  Resources  and  Conservation 

A  damage  suit  for  $64,000  has  been  filed  due  to  alleged  department 
failure  to  repair  a  canal  of  the  Daly  Ditch  system.   Department  attorneys 
plan  to  contest  the  action  vigorously,  but  the  probable  outcome  is 
unknown. 

United  States  of  America  vs.  Big  Horn  Lowline  Canal,  et  al . ;  United 
States  of  America  vs.  Tongue  River  Water  Users  Association,  et  al. ; 
Northern  Cheyenne  Tribe  of  Northern  Cheyenne  Reservation  vs.  Thomas  Adsit, 
et  al.  (last  two  cases  have  been  consolidated). 

These  are  suits  over  water  rights  in  the  Tongue  and  Big  Horn  River 
drainages.   If  the  suits  go  to  trial,  the  department  expects  required 
studies  to  cost  in  excess  of  $250,000. 

Bltterroot  Stock  Farm  vs.  Department  of  Natural  Resources  and 
Conservation 

The  department  is  being  sued  for  $2,500,000  and  the  Daly  Ditch 
water  user  rate  increase  is  being  contested.   The  department  is  arguing 
these  claims  vigorously.   The  department  attorneys  expect  the  damage 
assessment  to  be  highly  unlikely  and  they  are  uncertain  of  the  rate 
change  outcome. 

Sornsin  vs.  Department  of  Natural  Resources  and  Conservation 

This  was  a  suit  for  additional  construction  costs  of  $380,000  for 
the  Sidney  Water  Project.   The  trials  were  completed  May  6,  1976.   The 
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jury  awarded  Che  plaintiff  $330,000;  one-half  of  the  award  will  be  paid 
by  the  U.S.  Soil  Conservation  Service  pursuant  to  an  agreement  with  the 
department.   The  judgment  has  been  appealed  to  the  Montana  Supreme  Court 
by  the  department  regarding  the  state's  share  of  the  liability  and  the 
outcome  is  unknown  at  this  time. 
12.   Consolidated  Accounting  Entities 

Accounting  entities  established  in  the  state's  accounting  system 
allow  input  by  more  than  one  agency.  At  the  end  of  the  year,  certain 
agencies  close  their  financial  activity  to  the  administering  agency's 
portion  of  the  entity.  The  accompanying  financial  statements  include 
only  the  Department  of  Natural  Resources  and  Conservation's  financial 
activity  for  accounting  entities  of  this  type. 

The  statement  of  changes  in  fund  balances  presents  appropriations 
for  these  individual  entities  only,  as  opposed  to  presenting  cash  and 
fund  balances  which  do  not  entirely  result  from  the  department's  activities, 
Because  only  a  few  of  the  entities'  appropriations  are  reported  on  the 
statement  of  changes  in  fund  balance,  appropriations  shown  on  this 
statement  do  not  correspond  to  those  shown  on  the  statement  of  expendi- 
tures compared  to  appropriations. 
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DALY  DlTCHl'S  WATKR  PROJECT 

(NONliONlJED) 

SCHEDULE  OF  EXPENDITURES,  REVENUES,  AND  OUTSTANDING  DEBT 

September  30,  1942  to  June  30,  1977 

(UNAUDITED) 


Period  Ending 

June  30 

Expenditures 
$  26,375 

Revenues 

$     737 

Outstanding  Debt 
$  25,638 

1943 

1944 

22,696 

21,639 

26,695 

1945 

27,267 

21,281 

32,681 

1946 

24,995 

23,059 

34,617 

1947 

23,887 

20,141 

38,363 

1948 

26,363 

20,896 

43,830 

1949 

49,161 

36,644 

56,347 

1950 

71,443 

20,721 

107,069 

1951 

94,582 

25,478 

176,173 

1952 

44,453 

140,136 

80,490 

1953 

116,981 

41,766 

155,705 

1954 

212,457 

40,816 

327,346 

1955 

40,739 

64,671 

303,414 

1956 

45,604 

40,001 

309,017 

1957 

52,591 

42,113 

319,495 

1958 

58,717 

37,607 

340,605 

1959 

49,129 

44,519 

345,215 

1960 

64,990 

43,561 

366,644 

1961 

78,182 

48,377 

396,449 

1962 

34,689 

45,751 

385,387 

1963 

39,564 

42,318 

382,633 

1964 

51,780 

49,360 

385,053 

1965 

32,474 

48,428 

369,099 

1966 

39,690 

45,247 

363,542 

1967 

28,667 

53,081 

339,128 

1968 

31,170 

50,639 

319,659 

1969 

33,056 

52,216 

300,499 

1970 

36,964 

52,825 

284,638 

1971 

61,635 

53,647 

292,626 

1972 

68,894 

65,224 

296,296 

1973 

110,338 

100,401 

306,233 

1974 

87,417 

97,697 

295,953 

1975 

79,466 

72,068 

303,351 

1976 

95,485 

64,111 

334,725 

1977 

87,251 

66,611 

355,365 
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Appendix  B 

DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

OTHER  NONBONDED  WATER  PROJECTS 

June  30,  197  7 


1. 

Bainville 

2. 

Big  Dry 

3. 

Brady  Water  Supply 

4. 

Cataract 

5. 

Community  Gravity  W.S. 

6. 

Green  Mountain 

7. 

Highwood 

8. 

Red  Butte 

9. 

Theboe  Lake 

10. 

Valentine  Storage 

11. 

Winnett 

12. 

Hotchkiss 

13. 

Camp  Creek 

14. 

Lisk  Creek 

15. 

Jensen 

16. 

Burgess 

17. 

Todd 

18. 

Wold 

19. 

Reder 

20. 

Sehm 

21. 

North  Winifred 
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Appendix  C 


SUPPLEMENTAL  AUDIT  REPORT 


PATTEE  CANYON  FIRE 


As  part  of  our  audit  of  the  department,  we  also  performed  an  audit 
of  fire  suppression  costs  incurred  by  the  department  on  the  Pattee 
Canyon  Fire  in  July  1977.   Certain  of  the  costs  relating  to  the  fire 

qualified  for  federal  assistance  from  the  Federal  Disaster  Assistance 
Administration.   The  objective  of  our  audit  was  to  determine  the  eli- 
gibility of  costs  claimed  by  the  department  for  reimbursement.   We  have 
submitted  the  following  report  to  the  FDAA  of  the  U.S.  Department  of 
Housing  and  Urban  Development. 
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STATE   OF  MONTANA 


^tfitt  xti  tlt:e  ^^^tsljitiit^  ^^nbiixtx 


STATE  CAPITOL 

HELENA.  MONTANA  59601 

406/449-3122 


MORRIS  L    BRUSETT 
LEGISLATIVE  AUDITOR 


DEPUTY  LEGISLATIVE  AUDITOR 
JOSEPH  J.  CALNAN 


ELLEN  FEAVER 


STAFF  LEGAL  COUNSEL 
JOHN  W.    NORTHEY 


To  the  Federal  Disaster  Assistance  Administration 
U.S.  Department  of  Housing  and  Urban  Development 

We  have  examined  the  Summary  of  Project  Costs  of  the  Department  of 
Natural  Resources  and  Conservation,  in  support  of  the  claim  submitted 
under  Project  Application  No.  FDAA-2026FSA  resulting  from  the  Pattee 
Canyon  fire  qualifying  for  federal  disaster  assistance  under  the  Disaster 
Relief  Acts  of  1970  and  1974.   Our  examination  was  made  for  the  purpose 
of  determining  the  eligibility  of  the  costs  claimed  under  the  acts  in 
accordance  with  generally  accepted  auditing  standards  and  the  audit 
requirements  set  forth  in  the  U.S.  Department  of  Housing  and  Urban 
Development  Audit  Guide,  IG  3300.5,  and  included  such  tests  of  the 
accounting  records  and  supporting  documentation  as  we  considered  nec- 
essary in  the  circumstances  except  as  explained  in  the  following  para- 
graph. 

Payroll  expenditures  for  the  fire  consisted  of  wages  paid  to  fire 
crews  who  are  not  regular  employees  of  the  Montana  Department  of  Natural 
Resources  and  Conservation.   It  was  not  practical  for  us  to  test  these 
expenditures  beyond  examining  the  supporting  records  at  the  Montana 
Department  of  Natural  Resources  and  Conservation. 

In  our  opinion,  the  accompanying  Summary  of  Project  Costs,  subject 
to  the  recommended  adjustments  set  forth  therein,  presents  fairly  the 
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eligible  costs  of  the  project  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  consistent  basis  and  in  accordance 
with  the  Federal-State  agreement  and  the  applicable  HUD  regulations. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 

April  12,  1978 
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COMMENTS 
GENERAL 

1.  The  Summary  of  Project  Costs  does  not  reflect  a  Project  Application 
supplement  which  has  been  informally  agreed  upon  between  the 
Montana  Department  of  Natural  Resources  and  Conservation  and  the 
Federal  Disaster  Assistance  Administration  (FDAA)  Regional  Office. 
Accordingly,  we  have  not  questioned  claimed  costs  exceeding  Project 
Application  costs  approved  by  FDAA. 

2.  We  questioned  $1,176  for  retardant  because  the  department  did  not 
have  adequate  supporting  documentation  for  these  costs  at  the  time 
of  our  audit.   We  advised  the  department  that  if  adequate  support 
was  located,  it  should  promptly  be  forwarded  to  the  FDAA  Regional 
Office. 
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Department  of  Natural  Resources  and  Conservation 
Helena,  Montana 
Explanation  of  Questioned  Costs  'roject  Application  No.  FDAA-2026-FSA 
Reference  Explanation  Amount 

(a)  The  department  incorrectly  footed  schedules 
supporting  United  States  Forest  Service 
organized  crew  costs.   The  error  caused  a 

$829  understatement  of  qualifying  costs.  $   829 

(b)  The  department  claimed  reimbursement  for 
$1,176  of  retardant  from  the  United  States 
Forest  Service.   The  claim  is  based  on  a 
piece  of  notebook  paper  listing  details 

of  the  bill  which  was  neither  signed  nor 

approved.  (1,176) 

(c)  The  department  claimed  reimbursement  for 
administrative  work  performed  by  four 
department  employees  other  than  field 
administration  or  supervision.   Total 

questioned  costs  were  $325.  (325) 

(d)  The  department  claimed  reimbursement 
for  equipment  rental  from  a  rural  fire 
department's  rates  rather  than  Federal 
Disaster  Assistance  Administration 
approved  rates  for  local  governments. 
The  error  caused  a  $6,051  overstate- 
ment of  expenditures.  (6,051) 

Total  Questioned  Costs  ($6,723) 
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AGENCY  REPLIES 


Thomaa   L.  Judgs,    Governor 

MONTANA    DEPARTMENT    OF   NATURAL    RESOURCES    &    CONSERVATION 

MBMBCRB     OF     THE      BOARD    -    CMA.RMAN    CECIL    WEEDirsiG.    o    VIOLA    «ERAK.     DAVID    G     DRUM 
DR     WaSON      F       CLARK.     OR        ROV       E      HUFFMAN.      WLLIAM      H       BERTSCHE.      CMARlES      L      MASm 


DNRC 

Tod  J.   Donay,    Olroctor 


August  31,  1978 


Morris  L.  Brusett 
Legislative  Auditor 
Capitol  Station 
Helena,  MT   59601 

Dear  Morris : 


lit\,^n   Lt.UoLAiiv£:  i'.'O'T"'^ 


In  accordance  with  your  instructions  by  letter  dated  August  15,  1978, 
I  hereby  submit  this  letter  and  comments  on  the  audit  of  the  Department  of 
Natural  Resources  and  Conservation  for  presentation  to  the  Legislative  Audit 
Committee. 

As  you  know,  the  substance  of  this  report  was  discussed  with  members 
of  your  staff  at  a  recent  exit  interview.  I  thank  Ellen  Feaver,  Miral 
Gamradt,  Cliff  Beil  and  Tom  Martello  for  the  consideration  our  comments 
were  accorded  in  previous  discussions  and  for  the  courteous  and  professional 
manner  in  which  the  audit  was  conducted. 


Sincerely, 

'ED  J.  DONEY     / 


TED 
DIRECTOR 


TJD/RM/ddl 
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3a     SOUTH     E'A/IIMQ,     HELENA.     MONTANA     BeSOl  C40BI     44S-37ie 


COMMENTS  ON  THE  LEGISLATIVE  AUDIT 
COMMITTEE'S  FINDINGS  AND  RECOMMENDATIONS 
Following  are  the  responses  of  the  Department  of  Natural  Resources  and 
Conservation  to  findings  and  recommendations  presented  in  the  "Report  on 
Examination  of  Financial  Statements:  Fiscal  Years  Ended  June  30,  1976  and 
June  30,  1977." 
RECOMMENDATION 
We  recommend  that  the  department: 

1.  Have  all  state  owned  water  project  structures  inspected 
for  safety  by  qualified  experts. 

2.  Take  the  necessary  steps  to  assure  all  state  owned  water 
projects  are  in  safe  operating  condition. 

RESPONSE 

1.  The  Department  agrees  that  all  state  owned  water  projects  should  be 
inspected  for  safety  by  qualified  experts.  In  addition  to  the  regular 
annual  inspections  carried  out  by  state  personnel,  inspections  by  the 
Corps  of  Engineers,  Bureau  of  Reclamation,  and  various  consulting 
engineering  firms  have  already  occurred  on  the  Tongue  River,  Painted 
Rocks,  Nevada  Creek,  and  Cooney  Reservoir  Projects.  These  inspections 
have  revealed  that  substantial  work  is  needed.  Rehabilitation  work  to 
remedy  dam  safety  problems  has  already  been  completed  on  the  Painted 
Rocks  Project.  Temporary  repairs  are  underway  on  the  Tongue  River  Project, 
and  a  complete  rehabilitation  is  contemplated.  The  development  of  a  plan 
to  enlarge  and  improve  the  spillway  at  Cooney  Reservoir  is  well  advanced, 
and  funding  arrangements  are  being  made  to  rehabilitate  the  spillway  of 
the  Nevada  Creek  project  before  spring  of  1979. 
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2.  The  Department  agrees  that  inspections  and  repairs  should  proceed  as 
quickly  as  possible  on  state  owned  water  conservation  projects.  These 
repairs  will  be  extremely  expensive  and  often  beyond  the  current  water 
user's  ability  to  repay. 

RECOMMENDATION 

We  recommend  that  the  department  take  the  necessary  steps  to  assure  the 

state  receives  the  maximum  return  on  state  owned  land. 

RESPONSE 

1.  The  Department  agrees  to  take  what  steps  it  can  within  the  constraints  of 
budget  and  personnel  to  maximize  returns  on  state  land  under  Department 
control.  Although  the  land  to  which  the  Department  has  title  is  known 

in  most  cases,  often  boundaries  are  not  established  in  the  field,  there- 
fore making  administration  of  the  land  more  difficult.  Although  it  is 
desirable,  it  would  take  considerable  funds  to  establish  the  property 
lines  in  the  field.  Presently  this  is  being  accomplished  at  a  \iery   slow 
pace. 

2.  Although  existing  contracts  with  the  state  will  not  repay  the  full  state 
investment  in  the  water  projects,  considerable  potential  exists  for 
correcting  the  problem.  Each  year  new  contracts  are  entered  into  for 
water  not  previously  sold  since  water  is  still  available  on  many  projects. 
The  table  marked  Exhibit  A  attached  demonstrates  progress  made  in  the 
past  five  years  with  regard  to  recovering  state  debts. 

3.  The  Conceptual  Project  Plan  adopted  by  the  Board  in  March,  1978,  included 

as  a  major  feature  the  addition  of  hydropower  units  on  three  state  projects. 
This  could  generate  sufficient  revenue  from  hydropower  sales  to  enable  future 
capital  investments  on  the  projects  to  be  made  without  jeopardizing  the 
repayment  capacity  of  the  existing  projects. 
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RECOMMENDATION 

We  recommend  that  the  department  assess  water  users  '  associations 

interest  on  delinquent  accounts  receivable. 

RESPONSE 

1.  The  bulk  of  the  delinquent  accounts  stems  from  the  Daly  Ditches  water 

project.  It  is  the  Department's  concern  that  the  water  users  associations 
remain  on  a  viable  financial  basis,  and  therefore  we  do  not  enforce  the 
interest  penalty.  The  primary  concern  of  the  Department  is  collecting 
repayment  of  the  state  debt  from  the  associations  and  allowing  the 
associations  to  collect  delinquent  accounts  from  its  own  water  users. 
Delinquent  accounts  will  be  more  closely  monitored  in  the  future  and  the 
Department  will  assist  and  encourage  these  collections. 

RECOMMENDATION 

We  recommend  that  the  department  establish  indirect  cost  rates  and 

allocate  these  costs  in  the  accounting  records  to  all  water  projects. 

RESPONSE 

1.  Since  indirect  costs  are  generally  not  charged  to  projects  (with  the 
exception  of  our  major  involvement  in  Daly  Ditch  projects)  the  Depart- 
ment feels  that  there  is  no  advantage  in  the  administration  and  manage- 
ment of  the  projects  to  allocate  all  salary  and  other  costs  to  individual 
orojects.  Such  a  procedure  would  be  extremely  time  consuming  since 
individual  employees  often  work  on  several  different  projects  on  any 
given  day.  Much  of  the  project  administration  work  applies  to  projects 
as  a  whole  and  would  have  to  be  allocated  on  an  annual  basis  anyway. 

2.  We  would  suggest  that  if  such  information  is  needed  for  any  management 
purpose  that  estimated  allocations  be  generated  at  the  end  of  each  year 
based  on  project  personnel's  best  knowledge  of  percent  of  time  actually 
spent  on  each  project. 
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RECOMMENDATION 

We  reaommend  that  the  department  record  all  accounts  receivable, 

accounts  payable,   and  reserves  in  its  formal  accounting  records. 

RESPONSE 

1.  Concur.  The  Department  will  initiate  this  accounting  procedure. 

RECOMMENDATION 

We  recommend  that  the  department  deposit  all  identifiable  revenue  received 

directly   to  the  appropriate  fund. 

RESPONSE 

At  the  present  time  all  identifiable  revenue  received  is  deposited  directly 

to  the  appropriate  fund.  Also,  a  concerted  effort  will  be  made  to  transfer 

all  clearing  account  deposits  on  a  timely  basis  as  soon  as  the  appropriate 

fund  is  identified.  The  Department  will  consult  with  the  Department  of 

Administration  to  determine  the  proper  procedures  for  accounting  for 

advance  payments  on  timber  sales. 

RECOMMENDATION 

We  recommend  that  the  department  accrue  revenue  in  accordance  with 

generally  accepted  accounting  principles. 

RESPONSE 

1.  The  Department  takes  the  position  that  the  need  does  not  justify  the 
application  of  full  accrual  accounting.  The  modified  accrual  basis  of 
accounting  (recording  revenues  when  the  cash  is  received)  is  working 
satisfactorily  for  this  agency.  Analysis  of  revenue  estimates  and  cash 
received  provides  our  agency  adequate  information  on  anticipated 
revenue  receipts.  The  extra  work  involved  at  fiscal  )iQ?i.T   end  to  prepare 
revenue  accrual  figures  and  to  input  them  into  SBAS  does  not  justify  the 
possible  benefit  of  accruing  grant  revenues. 
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RECOMMENDATION 

]^e  recommend  that  the  department  retain  outside   legal  counsel  only  to  obtain 

legal  expertise  not  available  in  the  department's  staff. 

RESPONSE 

1.  The  Department  concurs. 

2.  Subsequent  to  this  audit  period  a  larger  volume  of  trial  work  has  been 
assigned  which  has  substantially  reduced  the  dollar  costs  per  hour  for 
the  Department's  retained  counsel. 

2.  The  Department  is  continuing  to  develop  our  experienced  in-house  legal 
staff.  This  staff  presently  handles  the  majority  of  the  legal  matters 
for  the  Department.  Trial  work  is  one  area  that  occasionally  requires 
experience  and  expertise  not  available  in-house. 

3.  As  was  addressed  in  our  response  to  this  recommendation  during  the  last 
audit,  it  is  difficult  to  retain  experienced  lawyers  under  the  present 
state  salary  structure.  Retention  of  experienced  lawyers  in  state  govern- 
ment will  require  a  change  of  attitude  regarding  salaries  commensurate 
with  that  expertise. 

RECOMMENDATION 

We  recommend  that  the  department  allocate  its  expenditures  for  federal-state 

cost-sharing  programs  betideen  its  federal  and  state  funds  in  accordance  with 

actijj.1  federal-state  involvement. 

RESPONSE 

1.  Do  not  concur.  The  Department's  programs  are  appropriated  spending 

authority  at  the  major  program  level,  not  at  the  subprogram  level.  The 
federal  appropriation  is  bssed  on  the  toal  available  allotments  of  the 
various  cost-sharing  programs.  At  the  end  of  the  fiscal  year  the  federal 
authority  is  usually  spent  (depending  on  cash  balance)  in  its  entirety. 
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If  this  is  the  case,  then  the  general  fund  and  the  federal  funds  are  spent 
in  the  proper  proportion.  Since  the  Department's  programs  are   appropriated 
spending  authority  at  the  major  program  level,  not  at  the  subprogram  level, 
the  test  of  whether  the  Department  is  charging  its  expenditures  in  the  right 
"cost-sharing  participation"  should  be  made  at  the  major  program  level,  not 
at  the  subprogram  level.  The  subprograms  are   not  tied  to  a  specific  fund. 
The  Department's  subprogram  structure  is  utilized  to  gather  costs  to 
substantiate  "total  costs"  in  a  particular  program  when  reimbursement  is 
requested  and  when  the  federal  program  auditors  evaluate  and  audit  the 
cost-share  programs.  The  subprograms  should  be  analyzed  for  total  costs  or 
types  of  costs  and  the  funding  analysis  should  be  at  the  major  program  level. 
If  at  the  end  of  the  fiscal  year  the  federal  appropriation  is  spent,  then 
the  general  fund  has  not  supported  any  federal  programs  beyond  the  proper 
proportion. 

2.  The  Department  is  not  required  by  the  grant  contracts  to  spend  in  any  specific 
ratio,  only  that  it  will  be  reimbursed  at  that  ratio  up  to  a  specified 
maximum  amount. 

RECOMMENDATION 

We  recommend  that  the  Board  of  Oil  and  Gas  Conservation  properly  document  time 

spent  in  the  performance  of  board  duties. 

RESPONSE 

1.  Please  refer  to  letter  of  response  sent  by  Donald  A,  Garrity,  Attorney  for 
the  Board  (Copy  attached,  marked  Exhibit  "B"). 

RECOMMENDATION 

We  recommend  that  the  department  property  account  for  bonds  from  private 

togging  companies  in  an  agency  fund  account. 
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RESPONSE 

1.  The  Department  has  historically  treated  the  performance  bonds 

as  revenue  and  the  corresponding  "refund"  as  an  expenditure.  The 
expenditure  has  been  recorded  under  contracted  services,  since  a  hazard 
reduction  agreement  is  entered  into  with  the  loggers,  as  required  by 
statute.  The  revenue  and  expenditure  has  always  been  approved  by  the 
legislature  and  the  Department  has  operated  accordingly.   If  the 
legislative  audit  committee  would  rather  have  the  bonds  treated  otherwise, 
the  Department  will  implement  the  audit  recommendation.  The  Department  will 
look  into  the  feasibility  of  using  an  agency  fund  account  for  the  bond. 

RECOMMENDATION 

We  reaommend  that   the  department  work  with  the  State  Auditor's  Office 

to  implement  procedures  to  assure  the  state  is  in  compliance  with  state   law. 

RESPONSE 

1.  The  warrants  are  mailed  by  the  State  Auditor's  Office  on  the  tenth  business 
day.  Unless  that  Office  can  have  the  warrants  prepared  and  mailed  earlier, 
there  is  little  the  Department  can  do  to  insure  earlier  receipt  of  the 
warrants.   The  Department's  payroll  procedures  should  not  be  construed  as  a 
violation  of  Section  25-507.2,  R.C.M.  1947.  The  State  Auditor's  Office  has 
the  responsibility  of  meeting  the  10-day  requirement,  not  this  Department. 
The  Department  is  willing  to  work  with  the  State  Auditor's  Office  in  improving 
the  payroll  process. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Maintain  current  inventory  records,    on  the  cost  basis, 
for  all  fixed  assets  costing  $200  or  more. 

2.  Conduct  annual  physical  inventories,    by  employees  inde- 
pendent of  the  physical  control  and  recordkeeping  functions. 

3.  Include  all  fixed  assets  in   the  inventory  records  and 
their  value  in  formal  accounting  records. 
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4.      Include  the   location  of  inventory  items  in  the  records 
and  require  written  transfer  forms  for  adjusting  the 
records . 

RESPONSE 

1.  The  Department  concurs.  Additional  personnel  were  requested  during  the 

last  legislative  session  to  perform  these  functions,  however,  our  request  was 
not  approved.  The  Department  believes  that  the  recommended  controls  are 
necessary  and  will  do  as  much  as  possible  with  its  present  staff  to  comply. 
The  Department  does  not  feel  it  would  be  wise  to  expend  a  great  deal  of  effort 
and  money  in  developing  a  more  sophisticated  inventory  system  of  its  own, 
as  the  Department  of  Administration  is  presently  developing  a  property 
accounting  system  for  use  by  all  state  agencies.  The  Department  feels  that 
it  will  be  able  to  convert  its  present  card  inventory  records  to  that  system 
when  it  becomes  operational. 

RECOMMENDATION 

We  recommend  that  the  department  correct  the  cash  internal  control 

weaknesses  described  above. 

RESPONSE 

1.  The  last  audit  report  made  three  recommendations  in  this  area.  The 
Department  did  not  concur  in  two  of  these  recommendations  and  believes 
that  the  third  has  been  implemented.  The  Department  feels  that  it  has 
adequate  internal  controls  in  regard  to  its  contingent  revolving  accounts. 
Granted,  one  employee  does  perform  the  duties  mentioned.  However,  there  is 
involvement  by  other  Department  employees  at  various  stages  to  insure  proper 
checks  of  the  disbursements.  This  area  will  be  studied  further  and  better 
control  implemented  if  so  warranted. 
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2.  The  Department  feels  that  making  travel  advances  through  the  SBAS  system 
does  not  offer  any  advantages.  The  Department's  use  of  its  contingent 
revolving  accounts  is  more  convenient  for  the  employee  and  less  costly  to 
the  state.  The  Department  feels  that  with  the  procedures  it  has  established, 
proper  safeguards  are  provided. 

3.  Since  the  Department  requires  employees  to  travel  in  performance  of  their 
duties,  it  does  not  feel  that  the  employee  should  suffer  any  personal 
monetary  inconvenience.  Travel  advances  are  made  on  a  need  basis  and  the 
Department  does  not  try  to  judge  an  employee's  financial  needs  by  an 
arbitrary  dollar  amount. 

4.  The  Department  reimburses  its  accounts  several  times  each  month  to  insure 
adequate  balances  for  making  necessary  disbursements. 

5.  The  Forestry  Division  does  cancel  outstanding  checks  when  they  become  stale, 
however  there  may  have  been  occasions  that  checks  were  not  cancelled  on  a 
timely  basis. 

Prior  Audit  Reconmendations:  The  Department  did  not  concur  in  four  of  the 
not  implemented  recommendations.  Also,  the  Department  feels  that  three  of  the 
partially  implemented  recommendations  are  now  fully  implemented. 
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EXHIBIT   "A" 
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EXHIBIT  "B" 


MONTANA  DEPARTMENT  OF  NATURAL 
RESOURCES  AND  CONSERVATION 

THOMAS  L,  JUDGE.  GO'>  ERNOR 

Ted  Doney   ----»*'3bbiri».isiu,  director 
BOARD  OF  OIL  AND  GAS  COXSERVATION 

BOARD  MEMBERS 

RICHARD  A.   CAMPBELL,    chairman 

CARL  J    ivE=^soN    vcs.ch.mrman  August    7,    1978 

MILTON    G     ANDERSON 
PAUL  C     BUNM 
JOHN   P     MOORE 


Legislative  Audit  Committee 
State  Capitol  Building 
Helena,  Montana   59601 

Gentlemen: 

The  Board  of  Oil  and  Gas  Conservation  has  asked  me  to  respond 
to  your  recommendation,  contained  at  page  23  of  the  Audit  of  the  Depart- 
ment of  Natural  Resources,  that  "the  Board  of  Oil  and  Gas  Conservation 
properly  document  time  spent  in  the  performance  of  Board  duties."  The 
members  of  the  Board  are  willing  to  provide  any  documentation  which  is 
reasonable  but  are  concerned  that  the  report  seems  to  imply  some  wrong 
doing  on  their  part. 

Every  member  of  the  Board  serves  in  that  position  at  consider- 
able personal  financial  sacrifice  and  I  assure  you  that  none  of  them  is 
wrongfully  claiming  any  compensation  not  actually  due  him.   I  am  enclos- 
ing a  copy  of  a  letter  written  by  me  to  the  Executive  Secretary  of  the 
Board  on  May  15,  1970.  As  that  letter  indicates,  the  two  day  method 
was  utilized  to  avoid  the  necessity  of  filing  a  claim  for  each  day  on 
which  Board  business  is  performed.  The  Board  members  have  no  intention 
of  asking  for  additional  money,  even  though  each  of  them  spend  many  more 
than  two  days  outside  of  Board  meetings  in  which  they  conduct  at  least 
some  Board  business.  They  have  claimed  this  payment  through  the  regular 
State  travel  expense  voucher,  which  contains  the  certification,  signed 
by  the  Board  member,  that  this  is  a  valid  claim.   If  you  will  provide  us 
with  a  description  of  the  additional  documentation  you  require,  the  Board 
will  endeavor  to  comply  with  your  desires.   However,  the  Board  members  do 
not  wish  to  spend  anymore  time  than  they  already  do  on  Board  business  in 
filling  out  some  lengthy  form. 


faid^A.  Garrity 
Attorney  for  the  Board 


DAG/ral 


cc:   Ted  J.  Doney,  Director 

Dept.  of  Matural  Resources  and  Conservation 

DIVISiCN  OFFICE  TECHNICAL  NORTHERN  FIELD  OFFICE 
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STATE    OF    MONTANA 

S^rRMAN    J      5E5UCH>      £XE;     SEC» 
OOML?    1      .-ARRfy      at.-'-,  lEr 


3II.LISGS.    MCN 
HFH5EST   D      '<ADL 


OIL  AND  Gas  Conservation  Commission 
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Mr.  Norman  J.  Beaudry 

Executive  Secretary 

Oil  and  Gas  Conservation  Commission 

3-5  Fuller  Avenue 

Helena,  Montana    596G1 

Dear  Mr.  Beaudrv: 
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This  wxll  confirm  my  oral  advice  to  the  commission 
at  Its  meeting  of  May  I4,  1970,  that  commission  members 
may  be  paid  tuo  days  compensation  per  month  in  addition 
to  the  days  on  which  the  meetings  of  the  commission  are 
held  so  long  as  each  member  paid  this  amount  certifies 
that  he  has  actually  spent  at  least  this  amount  of  time 
engaged  m  the  performance  of  commission  business.  This 
opinion  is  based  on  the  provisions  of  Section  60-l'^5 
paragraph  f,  R.c.M.  1947^  ,,hich  provides,  in  part: 

"Each  member  of  the  commission  shall 
receive,  as  compensation  for  his  services, 
the  sum  of  twenty  dollars  ($20)  per  day 
^or    gach  day  actually  engaged  in  the 
performance  of  tii.,-  duties  of  his  office. 
•  •  ."  (Emphasis  supplied) 

Discussion  with  tiie  comjnission  members  reveals  that  each 
OL  them  spend  a  great  deal  of  time  enga-ed  in  the  performance 
on  the  duties  of  their  office,  outside  of  regular  commission 
meetings  or  other  scheduled  commission  functions.   Theoretic- 
.iLly,  u.Kh-r  the  .tatuf.^.  a  <ommi:.3,)n  m.-mixM'  could  r.M-civ  a 
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■   .  '  "   '  ■'  ""'-"  '"   i'''i\>-s  ,1  I  .■  1  cpMoix.-  call   I  com  a 

c.nnnissL.Mi  .■mp!o^,■,.  c.uk   r.Mrv.  commission  business,  or  is  con- 
^•'"■^'■'^  ^>  '^'^-^  """•'■  Peiso.i  in  l.Ls  capacitv  as  a  commission 
memb.-r.   Rather  than  chaf^.^  Ui--  scate  for"  the 


leir  services  in 
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Ml' .  Xorman  J  .  Bt 
May  15,  1970 
Pa-e  2 


a  Lid: 


this  manner,  the  conunission  members  have  chosen  to  adopt: 
this  method  of  compensation  for  work  performed  oucside  of 
regular  commission  meetings.   It  is  my  opinion  tliat  the 
claim  for  this  compensation  is  legal  and  should  be  paid 
to  each  commission  member  who  certifies  that  he  did  in  fact 
spend  at  least  two  days  a  month  engaged  in  the  performance 
of  commission  business  outside  of  the  regular  meeting  dates 
of  the  commission. 


Ver\'  trulv  vour 


DAG/vld 


Commission  Attorney       /-^ 
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